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Management Consultants 


Management Consultants 


P.O. Box 31 
: Commerce Court Postal Station 
Peat, Marwick and Partners Toronto, Ontario MSL 1B2 
(416) 863-3500 
June 15, 1981 {& 
a 


Mr. F.L.C. Reed 

Assistant Deputy Minister 
Canadian Forestry Service 
Environment Canada 

Place Vincent Massey 

351 St. Joseph Blvd. 
Hull, P.Q. 

K1A OE7 


Dear Mr. Reed: 


Re: Study of Impediments to Forest Management Investment 


We are pleased to submit our final report on "Factors Limiting Investment in 
Forest Management", 


The purpose of the study was to investigate the impediments limiting provincial 
and private funding of forestry and to determine what federal options could 
lessen or overcome these constraints. An Executive Summary in front of the 
Report highlights our major findings and recommendations. 


We appreciate the opportunity to assist the Canadian Forestry Service in for- 
mulating policy in this important field. 


Yours very truly, 


PEAT, MARWICK AND PARTNERS 


I ae hk 


oo aw (oe5e at ‘4. em 
09 i ntaceia ae ee anaerael to goténss 
ttusesd wh | +eantagtedod Ga0d? sroocere 28) 
shiek marmite Owe agetbabd roles iv6 ony heal 


~40¢ al cdl vias Yrtaerel nathan) “9 Peet qitmrmqge wt) oF 
RisLt Taasyoqe? aids Ht + 


Lebonl vires auashant 
biuge eo 
edt ta suey? al 


vival gases appoyt 
wanevest die SUA TRS 


Peat, Marwick and Partners 


FACTORS LIMITING INVESTMENT IN 
FOREST MANAGEMENT 


ee i] 


c 2e 
Oe 


- oe 
5-8 7 : 
mt — 


ms * = 
7 pe i) it; ~ ee 
- - i, > : - 


| Peat, Marwick and Partners 


II 


II! 


IV 


VI 


VII 


VIII 


IX 


X 


FACTORS LIMITING INVESTMENT IN 
FOREST MANAGEMENT 
INDEX 
EXECUTIVE SUMMARY. cccccccccccccccceccccccccccccv ec evereceesecs 
STUDY BACKGROUND AND OBJECTIVES 2 cccccccccccccccccccvescevecocs 
STUDY APPROACH. cecccvcccccccccsccccccescc cesses eeeccsseerces 
RESOURCE OWNERSHIP AND MANAGEMENT. ccccccvcvcccccvcccvesreevcce 


IMPEDIMENTS LIMITING PROVINCIAL FUNDING OF 
FOREST MANAGEMENilveteiers.o.6 acs cve.elalelonovetereieloversielcrel cients ie sicterelaveleleleveterelere 


IMPEDIMENTS LIMITING PRIVATE FUNDING OF 
FOREST MANAGEMEWN  Diueretcls o's ce acsielelelelecelelereioreieveielcreeisisiclelele sis. 601s) ere cree 


OTHER MEE DIME Nis Sieieteleleleieleleleceleleieloierelaleletciolelelotveleiclereleraieleleleleleietelolsleiels 
MAJOR PERSEE GIOVE Gleleleieis se sleleelalslaleteleletciolaleielciciclalsic(sieis clare eletele ese cre 


CONSTRAINTS AND OPPORTUNITIES FOR FEDERAL POLICY IN FORESTRY.. 


FEDERAL POLICY OPTIONS ic srotcteteiciisicieloteteictetate ciereicie s ele sie) ries etelelersleictelére 


APPENDICES 


PAGE 


ll 


17 


28 


53 


56 


60 


62 


poe ee 
Peat, Marwick and Partners 


I_- EXECUTIVE SUMMARY 


This study investigates the impediments limiting provincial and private 
funding of forestry and determines what federal options could lessen or 


Overcome these constraints. 


IMPEDIMENTS LIMITING PROVINCIAL 
FUNDING OF FOREST MANAGEMENT 


The study identified factors which inhibit the investment performance in 
forestry at the provincial level, including: 


l. Lack of Control Over Budget Allocations. Provincial forestry 


authorities lack complete control over the determination of the 


total provincial budget allocated to forest management. 


2. Short-term Budgeting. Provincial budgets are drawn up with a 1 to 
2 year time horizon which is not consistent with the long term 


requirements of forestry programs. 


3. Discontinuity of Federal Funding. Provincial forestry efforts 


would be further encouraged by improved continuity in federal 


funding under present cost-sharing arrangements. 


4. Incompatibility of Federal Funding with Provincial Goals. The 


objective of federal funding does not always coincide with 


provincial forestry objectives. 


IMPEDIMENTS LIMITING PRIVATE 
FUNDING OF FOREST MANAGEMENT 


The study revealed that private funding of investments in forest management 


is hindered by the following considerations: 


1. Wood Scarcity is Not Universally Believed by Industry. There is a 


variation in the perception of the degree to which wood is becoming 


ya dit Pes qa seeneh, stm wtaghesd lojantvert . *. Ss 
ions gud at sate tesdapebes “tom ab. Aides : .. 
enetgorg (aseersl Pp : 


ic 


1/01 Came Melony go )hai Leela ty Retelpo 20 
favahe? of YPveios: bevarget qf Sega ueiee sad or wd kluew 
+Oshbeagiwrte wn teacher 40g vey elem prtbayt 


sat ey ey ee, 
‘it~ Giteley anil fon -esel ae ibea? Levetol to eel anayde 


state Tiers! tlaenerss 


are 


; WO cern yiht 
‘oes ecine tenret a9 orien ponent +a othe}, ha tewr ey coese aff 
ohne, Devel edt ve nevpbald wh 


=A 
‘7 


¢, ef oF - . r . ; 
Wiiteyel 2. led ietay onige® odd Ae NetIQ Iatey ONE pra 


= 


(OL 


i 2 2 
Peat, Marwick and Partners | 


2. 


3. 


scarce over the medium to long term. As a ressult, the degree of 
effort to improve forestry management is not uniform across all 


segments of the industry and across all regions. 


Investment Risks are Too High and Payback Periods Too Long. With 


payback periods approaching 60 years or more, combined with risks 
due to loss or damage from natural causes, the private sector is 
reluctant to commit its own resources to reforest even privately- 
held land. 


Provincial Timber Pricing Policies. Provincial stumpage policies 


have an influence on the prices charged for wood from private 
lands. If Crown prices are set without adequate recognition of 
changes in demand and supply conditionns, the private sector may 
not receive prices for its own wood at levels sufficient to 


encourage greater forest management investment. 


The Nature of the Market for Small Wood Lot Production. Small wood 
lot owners face many problems in the distribution and marketing of 
roundwood and therefore are discouraged from increasing their 
participation in generating additional supply over the longer 


term. 


IMPEDIMENTS COMMON TO THE PROVINCES AND TO INDUSTRY 


The study 
including: 


l. 


2. 


identified impediments common to the provinces and industry, 


Lack of Public Awareness. The public is not sufficiently informed 
concerning the need for greater forest management expenditures. 
Without an adequately informed public, provincial political 
authorities are not being encouraged to shift relatively more 


government resources to forestry. 


Insufficient Technical Knowledge. Greater technical knowledge is 


required regarding: 
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(1) The appropriate species for Canadian conditions; and 


(2) the appropriate silvicultural treatments for various 


species in the different regions of the country. 


Sie Lack of Well-Trained Manpower. There are insufficient numbers of 
well-trained foresters and technicians and there is concern that 
the supply is not increasing at a rate sufficient to meet forest 


management requirements. 


4. Selected Shortage of Nurseries and Nursery Stocks. Lack of 


sufficient supplies of seedlings, seed orchards, and nurseries in 
general are affecting forest renewal programs in some parts of the 


country. 


FEDERAL POLICY OPTIONS 


The study finds that many of these impediments are insurmountable without 
federal government action. Recognizing the jursidictional limitations on 
federal policy in forestry, the study suggests that federal action be aimed 


at: 


fe) convincing each participant to increase its own level of 
investment; 

o supplying additional funding to the provinces, when and where 
appropriate; 

fe) coordinating the activities of all participants towards the 


achievement of national goals. 
In the short-term, the federal government should: 
o continue to provide financial assistance to the provinces to enable 


them to reduce and eliminate bottlenecks to the expansion of 


forest management programs; 
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° develop communications/education programs to improve the 
understanding of the provinces, the industry and the public of the 


importance of forestry to the economic well-being of the country. 
In the long run, federal policy should: 


fe) broaden and deepen public information programs to explain the value 


of reforestation; 


fe) assist provincial forestry officials in developing a strong socio- 


economic case for increased provincial funding; 


o give widespread dissemination of the technical possibilities of 


increasing the productivity of forest lands; 


oO encourage greater research in genetics, forest management 


techniques, fire, pest and disease control. 
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II - STUDY BACKGROUND AND OBJECTIVES 


II.l Background 


Increasingly, governments and industry are concerned that the level of forest 
management, and in particular, of forest renewal, is insufficient to meet the 
economic and social goals of the provincial and federal governments. These 
concerns have been the topic of a number of national conferences, seminars 
and studies directed to determine the appropriate management of the Canadian 
forest resource and the need for improved government policies, at the 


provincial and federal levels. 


Several critical issues remain to be settled, namely (1) What is the 
appropriate level of forest management investment and how should it be 
determined? (2) Who should finance it and ultimately who should pay for it? 
(3) What mechanism or mechanisms should be used to fund it? 


During the last twelve months, two further studies have been commissioned. 
The Canadian Council of Resource and Environment Ministers (CCREM) study 
entitled “Funding Mechanisms for Forest Management”, which examines 
mechanisms by which federal government funds might be directed to forest 
management and identifies the implications of each mechanism. The Canadian 
Forestry Service commissioned this study titled “Study of Impediments to 
Forest Management Investment”. The Terms of Reference for this second study 
specifically stated that the work should complement "A Study of Funding 
mechanisms for Forest Management” and address critical issues not covered in 


that report. 


This study investigates the impediments limiting provincial and private 
funding of forestry and determines what federal options and strategies could 


lessen or overcome these constraints. 
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II.2 Objectives 


The objectives of this study are to determine why expendituresg on forest 
management by public and private forest land owners are at levels considered 


to be insufficient to satisfy the long term interests of the country. 
In order to meet these objectives, we focused on the following questions: 


1. How are the provinces and the private sector responding to the need 


for greater investment in forest management? 


2. What is inhibiting each sector from generating a higher level 


response? 


3. How can the federal government eliminate or reduce constraints to 


enlarged forest management in the provincial and private sectors? 


II.3 Structure of the Report 


The report begins by explaining how the consultants conducted the study, 
including interview strategy. By way of background, it discusses very 
briefly the performance of the provinces and the private sector in forest 
Management. The bulk of the report then analyzes specific impediments facing 
the provinces and industry and discusses the degree to which these 
impediments are insurmountable to these two participants. Finally, the 
report concludes with a discussion of the options available to the federal 


government to eliminate or reduce these impediments. 
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III - STUDY APPROACH 


III.l Background 


In response to a request, we presented a proposal to Environment Canada, 
Canadian Forestry Service, entitled, “Study of Factors Limiting Investment in 
Forest Management”. The engagement was supervised by the client committee 
composed of representatives from the Canadian Forestry Service, Department of 
Industry, Trade and Commerce, Department of Regional Economic Expansion, 
Treasury Board, Department of Finance and Ministry of State for Economic 
Development. During preliminary discussions with this committee, the 
following changes to the proposal were requested by the committee and were 


incorporated by the consultants: 


fe) the original proposal called for Phase 1 preliminary personal 
interviews in British Columbia, Ontario, and Quebec; New Brunswick 


was added; 


re) staffing for the assignment, originally emphasized consultants with 
experience in the forest products industry, the client requested 
that the staffing give greater weight to financial and economic 


experience; 


fo) in conjunction with the above, we were requested to give equal 
weight in the interviews to discussions with government officials 
with budgetary responsibilities and to corporate executives with 
financial responsibilities as well as those individuals with forest 


management responsibilities; 


fe) prime emphasis was to be placed on determining underlying issues 
influencing investment decisions, rather than undertaking a 


statistical and quantitative measurement of their influence. 
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III.2 Conduct of Study 


The study was conducted in two phases. The first phase was a literature 
review (see Appendix B) and a preliminary round of interviews in British 
Columbia, Ontario, Quebec, and New Brunswick. This initial interview program 
and literature review were designed to formulate basic hypotheses about 


funding impediments. 


In the second phase, the consultants conducted interviews on the basis of 
specific questions arising out of the issues revealed in the first phase. 
(See Appendix C for questionnaire.) Personal interviews conducted with 
government and industry representatives in British Columbia, Alberta, 
Ontario, Quebec, New Brunswick, Nova Scotia, and Newfoundland. We also 
conducted telephone interviews with government officials in Saskatchewan, 
Manitoba, and Prince Edward Island. In total, there were 65 individuals 
interviewed in the study, some of whom were interviewed in both phases in 
order to provide greater clarification and insight into the relevant issues. 


A list of those interviewed can be found in Appendix D. 


The second round of interviews examined the hypotheses developed earlier in 
Phase One. Respondents were questioned regarding the relative significance 
of each impediment and the degree to which each impediment appeared 
insurmountable and why this was or was not the case. The interviews then 
probed provincial and industry representatives as to the possible ways in 
which the federal government might contribute to a reduction or elimination 


of these constraints. 


IlI.3 Criteria Used in Establishing Interview Program 


In close consultation with the client committee, we developed criteria for 
choosing a list of individuals to be interviewed. Individuals were chosen on 


the basis of: 


o Provincial/Regional Representation. Primarily, the consultants 


concentrated on the major wood producing regions of the country; 
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namely, British Columbia, Ontario, Quebec and New Brunswick, which 
together comprise approximately 80% of wood produced in the 


country. 


ro) A Mixture of Forestry and Financial Experts. At the industry 


level, the consultants chose corporate representatives responsible 
for woodlands operations and for financial management. At the 
provincial level, the consultants interviewed senior policy makers 
in the ministries responsible for forestries, and treasury and 
budgetary officials responsible for advising provincial cabinets on 
allocating funds for forestry programs. Also, at the federal 
level, the consultants selected experts on corporate taxation and 


federal/provincial programs as they relate to the forest sector. 


fe) Structure of Industry. Within the private sector, the consultants 
chose representation from the large integrated companies, industry 


associations, the small independent wood products manufacturers and 


woodlot owners and associations. 


III.4 Interview Strategy 


In order to obtain the fullest cooperation of the respondents, the role of 
the consultant was clearly developed at the outset with all interviewees. 
The consultant was portrayed as totally independent and acting as a neutral 
conduit. This permitted the respondent to state his ideas, attitudes and 
perceptions freely. As a result, the consultants developed an understanding 
of the individual concerns, perspectives, and attitudes as they existed in 
the past, and how they have developed to the present time. The consultant 
attempted to stimulate reaction to the topics set out in the Terms of 
Reference and to encourage a free flow of ideas with respect to other 


possible factors. 


All those interviewed were supplied with copies of their interview notes and 
were given the opportunity to reflect on the interviews and to provide 
additional comments or new ideas. Many respondents reported back either in 


writing or by telephone. Their comments were recorded by the consultant and 
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were incorporated into the interview notes. In all cases, the respondents 
demonstrated a high degree of interest in the subject and were very 


cooperative. 


Our interview notes were provided to the Canadian Forestry Service (C.F.S.) 


after each phase of the interview program, and the consultant and the C.F.S. 


representative had an opportunity to discuss these findings. 


Presentation of Interview Results 

: | 
In Sections V, VI, and VII, we report aE the results of our interview 
program. The results are presented, initially, in the form of a “playback” 
of the issues discussed during the interviews. Thus, the reader is able to 
appreciate the complexity of some issues, and more importantly, the 
variations, and sometimes conflict of views, regarding the significance of 
each impediment. In an industry both diverse, geographically and in terms of 
end products, it is vital to have an understanding of how the participants 


view the importance of perceived impediments to better forest management. 


Having revealed the results of our interviews, we then proceed to provide an 
interpretation of how certain factors limit investment in forestry. In cases 
where the interview results do not appear to conform to logic or paint a 
confusing picture or inconsistent approach, we attempt to provide a clearer 
understandinng of the way in which investment is or is not curtailed. Where 
we are clearly unable to resolve conflicting or confusing views originating 
during the interviews, we can only record this fact and suggest that 


additional study of the particular issue is required. 
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Province or 


Newfoundland 
Nova Scotia 


New Brunswick 


Quebec! 


Ontario 


Manitoba 
Saskatchewan 


Alberta 
British Columbia 
Northwest Territories 


Yukon 


Canada 


Provincial Federal All 
Territor Crown % Crown % Private % Ownerships 7A 
(thousand (thousand (thousand (Thousand 
km2 ) _ km?) km2 ) 
| 

81 94.2 -- - 5 538 86 

9 23.7 -- - 29 76.3 38 

27 44.3 -- - 34 55.7 61 

338 90.6 -- - 35 9.4 373 

384 89.3 4 0.9 42 9.8 430 

130 97.7 0.8 2 iea5 133 

201 99.0 2 1.0 - - 203 

474 98.3 3 0.7 5 1.0 482 

- - 33 100.0 ~ - 33 

1722 86.7 1212 5.6 152 7.7 1986 

87 5 8 100 


Per Cent 


1. Inventory details for approximately 179,000 km? in Quebec are not yet available, thus 


INVENTORIED FOREST LAND AREA BY CLASS, 1976 
_ (thousand km?) 


Quebec is understated. 


Source: Canadian Forestry Service. 


EXHIBIT IV-1 
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IV_- RESOURCE OWNERSHIP AND MANAGEMENT 


Before dealing with specific impediments to forest management expenditures, 
it is instructive to review the salient facts concerning resource ownership 
and management. The federal and provincial governments act as resource 
managers, regulators, landowners and shareholders. Private industry is also 
involved as owners and resource managers, in addition to being harvesters, 


processors and marketers of products. 


Iv.l Ownership of the Resource 


Exhibit 4-1, opposite, gives data on inventoried forest land area by 
ownership class. Over 87% of all forest land in Canada is owned by the 
provincial governments. Federal government agencies administer 5%, mostly 
situated in the territories, national parks and Indian reservations. The 
remaining 8% are privately owned by corporations, farmers and other 
individuals. Privately held forests are concentrated in Vancouver Island, 
Ontario, Quebec, New Brunswick, Nova Scotia, and Prince Edward Island. These 
lands include some of the most productive and accessible forests in the 


country. 


Private forests in central and eastern Canada (New Brunswick, Nova Scotia and 
Prince Edward Island) are held by several hundred thousands of individuals in 
small blocks, most of which are smaller than 40 hectares. An increasing 
number of small forested properties are held by individuals whose primary 


interest is other than in growing and harvesting timber. 


Iv.2 Management Responsibility on Crown Land 


With the exception of Nova Scotia, New Brunswick and P.E.I., the provincial 
governments own and administer about 90% of the forest lands within 
provincial borders. The provincial governments manage the development of 


their forests through: 
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1. long term leasing of Crown land to private sector interests for 


agreed management practices and programs; 


2. the granting of short-term cutting rights to provincial Crown 


timber on the leased lands; 


3. the levying of charges on the timber extracted from provincial 


Crown lands. Such charges are variously described as stumpage 


charges, royalties, etc. 


The control of cutting rights allows the provinces to promote the full 
harvesting of the annual allowable cut (AAC) and the optimum allocation of 
harvested timber in relationship to the location of mills. The determination 
of timber pricing policies on Crown land allows the provinces to receive a 


return from the industry for the use of Crown forest resources. 


Provincial governments are also variously involved in management of private 


forests through property taxation, zoning, extension services, forestry 
incentives, regulations, timber allocation priorities, sponsored timber 


marketing boards and woodlot owners association. 


Furthermore, provincial governments are not only involved in and responsible 
for producing timber crops and encouraging a viable forest products sector in 


their provinces. They must also determine the best mix of land uses, between 


forest and non-forest related activities. 


Federal responsibilities are confined to management activities in national 


parks, Indian reserves, the Yukon and N.W.T. 


IvV.3 Private Ownership Patterns in the Forest Products Industry 


The ownership structure of the Canadian forest products industry is very 


diverse. The industry is composed of: 
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fe) small, independent family-run firms and small woodlot owners; 
re) large, independent, privately-held firms; 


fe) large, public corporations producing only forest products and 
usually operating on an integrated basis (i.e. harvesting, 


processing and marketing forest products); 


o . large, public corporations, with diverse corporate interests which 


includes operations in other industrial sectors; sometimes, these 


companies are referred to as “conglomerates”. 


The forest products industry is highly integrated in order to achieve 
economies of scale, to reduce overall wood costs and to improve production 
and marketing operations. Changes in technology have increased the minimum 
average plant size needed for efficient operations. As a result, the capital 
now required for the development of new facilities is invariably large and in 
the case of new pulp mills, exceeds the financial capability of all but the 


largest firms. 


This trend towards greater integration in the industry can have positive 
implications for the expansion of forest management activities in Canada. 
Larger, integrated companies would normally have a significant stake in 
maintaining and expanding the respective wood supply base in order to utilize 
fully the high level of capital employed in downstream activities, such as ° 
pulp and paper production. 


With this background in resource ownership and management responsibility, we 


turn to a review of the state of forest management today. 


IV .4 Depletion of the Resource Base 


Canada continues to exploit much of its productive forest lands to the point 
where annual forest depletion exceeds forest renewal. Harvesting claims 

approximately 800,000 hectares yearly, while many more hundreds of thousands 
hectares are lost to fire, disease and insects. Only 70-80% of this annual 


reduction is replaced through public and private investment in forest renewal 
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plus natural regeneration. As a result, there is a substantial backlog of 


land to be reclaimed, estimates range as high as 25 million hectares. 


This reduction or depletion in the resource base is a cause for concern for 
the forest products industry. Continued escalation in the Canadian costs of 
extraction and delivery of wood is of growing concern. And, expansion into 
previously unallotted timber resources often means a further escalation in 
costs, since these areas are often quite distant from current operating 
mills. Thus, as the backlog of previously cutover lands increases, the 
industry will be forced to extend its supply network into remote areas, 
thereby incurring greater costs. In some parts of the country, such as New 
Brunswick, there are no opportunities to develop virgin forests, since 
uncommitted timber does not exist; in the absence of improved forestry, the 


industry faces a severe reduction in supply over the near to medium term. 


The forest sector depends on achieving a balance between depletion and 
regeneration in the longer run. Reducing the rate of harvesting would help 
achieve this balance but at the expense of foregoing the opportunities for 
greater expansion into international markets. Public and private interests 
lie in the direction of increasing forest regeneration in order to capitalize 


on international trade opportunities. 


In light of the depletion of Canadian forest resources, the federal and 


provincial governments have initiated policies aimed at forest renewal. 


IvV.5 Recent Federal Government Responses 


In 1969, the Department of Regional Economic Development (DREE) was 
established to coordinate and administer a wide array of federal assistance 
programs, to promote employment creation and regional economic development. 
However, it was not until 1974 that forestry was adopted as a special 
regional economic development mechanism through a series of DREE forestry 
sub-agreements. All provinces except Alberta, Manitoba and Prince Edward 


Island have concluded one or more DREE federal/provincial forestry subsidiary 
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agreements. The federal cost-share varies by province reflecting the 
economic development/employment creation forces of the DREE agreement 


although not necessarily forest management requirements. 


Federal payments to provinces for forest management, during 1974 to 1980, 
total just over $200 million. Most of these funds were spent on access 
development as well as protection and reforestation. Recent agreements 
provide for much larger allocations to be spent on reforestation and less on 
forest roads. The terms and contents of the forestry subsidiary agreements 
vary from province to province largely reflecting provincial priorities in 


the context of DREE's criteria which also vary among the provinces. 


IV.6 Provincial Governments Response 


In response to the need for greater forest regeneration, the provincial 
authorities have, in varying degrees, used their respective management tools 
to effect changes in forest management. The following paragraphs highlight 


the nature of these changes. 


The provinces have acknowledged their responsibility for conducting forest 
management on Crown land. In Ontario, for example, the province enters into 
contractual agreements with certain forest products companies whereby the 
company undertakes forest management practices on behalf of the province. 

The province plans to have a significant portion of the licenses of the nine 
pulp and paper companies operating in the province converted into Agreement 
areas. The Ontario Agreements, for example, are for twenty years, but at 
five year intervals company performance is evaluated and if found 
satisfactory, the Agreement is extended. The province, for its part, assumes 
responsibility for basic funding of such major costs as road construction, 


site preparation, planting and stand tending. 


Some of the provinces are also introducing basic incentives to encourage the 
industry to practice intensive forest management, usually undertaking 
forestry programs at its own expense. For example, British Columbia has a 
system of permitting the industry to increase its annual allowable cut in 


exchange for additional silvicultural treatments; Ontario permits a 
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reduction in normal stumpage charges for treatments conducted solely at the 


industry's own expense. 
IV.7 Performance Falls Short of Goals 


By 1979, expenditures by both levels of government and industry combined was 
estimated at $220 million on reforesting, stand tending and protection. The 
CCREM report entitled “Forestry Imperatives for Canada” indicated that about 
$440 million annually (in 1979 dollars) would be necessary to ensure adequate 
reforestation, to begin work on the backlog of unstocked land and to conduct 


a program of tending stands in need of silvicultural work. 


While progress is being made to augment the level of forest management, and 
in particular, forest renewal, it is generally agreed that spending is 
insufficient to meet the long term economic and social goals of provincial 
and federal governments. There continues to be inadequate attention paid to 
neglected cutover lands, despite the fact that much of this land is located 
close to existing mills. As for areas under direct provincial 
responsibility, performance, although improving, falls short of industry and 
provincial forestry service expectations. In some cases, land held in fee 
simple, which one would expect the motivation for investment would be the 
greatest, has not been adequately managed. Finally, numerous farm wood lots 
in Ontario, Quebec and the Maritimes are almost completely unmanaged; thereby 
denying the country the opportunity of realizing the benefits of utilizing 


this valuable source of timber supply in the longer run. 


In the following sections, we examine the reasons why provincial and private 


sector performances are insufficient. 


Bere aca ae fh o 


oO er . or ' : 
ss a 7 el a i A, abe = 
‘Se? 7s ariel anion a =e 
baw, Seatimoo ‘trigvhe? bee acta ne oe mpg: a 
sar eeteatea harder orth: 7 


a 


jusde: Judd boraatbak aa wi 
‘i:enpate ‘arieton! an eeealnlie aibiatoek oxetiod O10s ah) a0 12 
Jaubeor 03 bis hue Spdsatenw te goldnad « P novraraesotey 

‘te tremintet ia te alee ae wee 


ins ,treewpuatm tease’ 3d towed ody susan 0d: see SARNIA eopharey thaw 
a! golbosqe jade beorge el lesoomg a2 9), Lawanst Soptol (felistireg a2” 
feiouivosg Yo abecg Indvew fre alaunose trex ghot add Seem Sr-tantsttivens 
o7 Ding aotiaps3d etaupeband sf oa wuuntanos erent -saxbesinzevog fhenbel ne 
bodes wd bans misty Yo dm gets somd) oda) ealgaeb: (eka eeeesus tassel gee” 
falanivowy Jowilh tesa nate rot GA settle gebselae oF se0ts 

bus ytawuhat to trode atlsd jgnivenqad tqued3 te Anema Tey ILLIA seoews 
oot «f Stor Soet ,asen> soe oT -srortuiseqee’ Shtvrem ¢3tme tot taloniverg 
“io sd Sivew JYemdaeyok fol ootzevisom ety Sosqes bluse he doit siqale 
so! bobw mrel sooremme eTianat . heggonm Ylsteupahe need on ved JgoreeNy 
Veer nts (Seghnseay (erelquos seoele 1a ueeti brew sds! tee giddut ,obsvetnd AE 
goteritiw Jo ex} ¥anei! od? gotatteey to quhmaieudeceey Yee aly gwbyeal 
vor Segndt vty a ilcicme Yo sotarve sdawker ets 


sieving bee Intaesvesg vie evchady adi snimake ww (erinddoee geivostet eae wf 
. ee O16 Geartharrolyhq 103500 


; W7/ 
Peat, Marwick and Partners 


V - IMPEDIMENTS LIMITING PROVINCIAL 
FUNDING OF FOREST MANAGEMENT 


In this section, we analyze the factors constraining increased funding in 
forest management on provincial Crown land. Using the Terms of Reference, our 
literature review and material gathered in our interviews, we formulated 
various hypotheses concerning why provincial governments do not invest 
sufficiently in forestry. These hypotheses were then tested by means of 
probing interviews of government and industry officials. The findings are 
presented here along with the consultants’ interpretation as to their relative 


importance as an impediment. 


The following impediments have been suggested as factors inhibiting greater 


provincial investments in foresty: 


A. Impediments Internal to the Provinces: 


1. Competition for Funds: Provincial forestry officials do not have 
adequate control over the determination of annual amounts of 


provincial funds available to forestry programs. 


2. Short-term Budgets: Provincial budgets are drawn up with a short 
time horizon, one to two years. This short term planning horizon is 
not consistent to the long term nature of implementing forestry 


programs. 


3. Provincial Stumpage Charges: In provinces where stumpage charges 


are relatively low or nonexistent and hence direct forest resource 
revenues are also low, those responsible for provincial forest 
management have inadequate access to funds for investment in- 


forestry. 


4. Fluctuations in Revenues from Forest Products Industry: 


Fluctuations in the forest products market and the corresponding 


fluctuations in provincial forest revenues tend to reduce the 


provinces’ ability to fund forestry programs on a sustained basis. 
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B. Impediments Arising Out of Federal/Provincial Fiscal Arrangements: 


5. Use of Federal Funds to Displace Provincial Funds: Federal funding 


of part or all of provincial forestry programs tends to displace 
provincial funding, which would otherwise be allocated to forestry, 


rather than increase the total investment. 


6. Discontinuity in Matching Federal Funds: The failure of the federal 


government to provide continuous funding under cost-share 


arrangements frustrates provincial efforts in forestry. 


the Incompatibility of Federal Funding with Provincial Goals: The 


objective of federal funding does not always coincide with 


provincial forestry objectives. 


The importance of each impediment in terms of its impact on provincial 


decision-making is discussed in the following sections. 


Vel Competition for Funds with Other Provincial Departments 


Provincial officials suggested that short-term considerations tend to deflect 
the provinces from its long-term commitment to increased spending on forest 

management. They noted that shifts in budgetary priorities in favour of such 
areas as health, energy, or transportation may, from time-to-time, reduce the 


amount of funds available to forestry programs. 


Specifically, government officials in the Atlantic provinces stated that the 
financial needs for their provinces’ social and economic programs make it 
difficult for these provinces to allocate the desired level of funds for 
forest management. Consequently, these provinces rely heavily on federal 
assistance/grants for forest management; otherwise, it was stressed that very 
little in the way of provincially financed forest management activities would 


take place. 
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In Ontario, Quebec and British Columbia, treasury officials suggested that, 
since the trend over time suggests that the forest industry may make up a 
declining proportion of the employment base in each province, it will likely 
be difficult to justify increased investment in forest management over the 
longer haul. The implication of this statement is that future forestry 
budgets are and will increasingly be predicated on some measure of the 


importance of the industry to the provincial economy. 


While it appears that forestry officials in the major wood-producing 
provinces are capable of effectively arguing the case for forestry funding, 
they have to contend with equally compelling arguments from their 
counterparts in other provincial ministries. And, often their success in 
these internal budget debates rests on the capabilities of those in charge of 
forestry in making the case for more funding in cabinet, and the perception 
at that level of the significance of forest management investments to the 


electorate. 


V.2 Short-term Budgeting 


Provincial forestry officials consistently made the point that all 
governments have a short tenure and therefore are unlikely to have strong 
motivation to commit funds on a long term basis for forest management. This 
is important, because the planning and implementation of forestry programs 
require long term funding commitments. These foresters expressed 
dissatisfaction with the fact that, with the exceptions discussed below, 
provincial budgets were drawn up with a time horizon of one to two years, 
thereby providing provincial cabinets the opportunity to alter budget 
priorities on a relatively short term basis. As a consequence, forestry 


planning activities are frustrated. 


All departments in government are subject to short-term shifts in political 
priorities, for governments have had always to allocate scarce financial 

resources to meet new and different demands. In the case of forestry, this 
fact is an important impediment since forestry, by its nature, requires long 


term commitments. One way to reduce the impact of shifts in budget 


. So : ae - 
7 : , = ~ i 
‘  - _ 7 a 
: -_ ' = : _ 7 
: i My ee 
7 rN 


wares TVS wes) 
7 


a apes —— 


| calling esate ce 
| ie en 


hoe samatdan oY wsonuh osc 20%, sans a /filian ak Er2uencs 
a ae 1 Mo Level rads gy 


= il - - 7 PY #y reasos sete 


wil iat i 


tis oe lakealbeant 

Beatse dyad 97, = wicletens ban snes etd svar al AemerOreg 
nrdt <Iremaqered WO) Sh0e Ar goed © Pe whaue Alammg 02 oodzartion | 

*neigot YrAkwel itevinivoentien:-ten avionala 3! ‘steesed | « oeevege? al 

| Lempatene imesearo? mest ete bl wie wot sThees 

woled bideewoath aelsemaes el) cope 3M S904 487 dbo notsseialiagets 

atiow ew #2 900 16 mbet xed emt wo dike qa eee Mew gtegtad inbyntverg 

Ssahot Tekh 95 eRMewaroqn st, spenkies Selpntoem aatbhvorg ydeteds 

ee | trots yLitgalet 9 ne wedebsodye 

sheaavtaeth #8 anptinbese gatezaty 


“AMahinmg es exioae wu ser 28 r2akslow wae Saihaeert 19. agueay ve gtk van 
pene e onesie yd anc pe 

“102 .cttenwe Lo ene al) oF irae “seer ed Li raped 

Wibk MOTiOpeT ,O TIAN. aN Gt Sexeenes stehs tne om af o5n% 
‘ethied ot END te sega) sly weuhen ay ew | sneer bene eins 


“a m ; 
f { 


20 
| Peat, Marwick and Partners 


priorities is to establish special funds for forestry or develop long term 
funding commitments through contractual arrangements for performance in 


forestry. 


Several of the provinces have established special budgetary provisions 
described below. Under new legislation, the Quebec government has 
established a special forestry fund. This fund will be used at the 
discretion of the Minister of Energy and Natural Resources for the purpose of 
funding forest management programs and will remain outside the general 
revenues of the province. The industry will be assessed an amount per unit 
of wood consumed to help finance this fund. It was not revealed what 
proportion of total provincial forest management expenditures would be 


supplied by the fund. 


Ontario has within its Forest Management Agreements a means to commit funds 
on a long-term basis. Each agreement commits the province to fund specific 
forest management activities for the whole duration of the agreement, which 
varies from 15 to 20 years and which can be renewed upon satisfactory 
industry performance. These agreements provide for the funding of forest 
management costs to escalate in line with inflation. While provincial 
forestry authorities maintain that the FMAs are long term commitments, it 
tust be remembered that the province enters into an agreement conditional 


that funds are appropriated annually by the legislature of Ontario. 


For large corporations, Alberta deliberately reduced the provincial stumpage 
charges in exchange for the industry spending its own funds for forest 


renewal programs. 


In order to provide for longer term funding of forestry programs, the 

B.C. government has committed itself to a five-year planning and budgeting 
cycle. Both the level and rate of the provincial expenditures are developed 
for a five year period rather than on an annual basis. Over $146 million are 
allocated to this fund to be drawn down over a S-year period. The fate of 


the fund after the 5-year period has not yet been decided. In addition, 
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British Columbia allows industry forest management expenditures to be applied 
to stumpage charges and, thus, the province is providing funding by foregoing 


some revenues from stumpage. 


Significance of Impediments to the Control of Funds 


In trying to place this issue of provincial funding control into perspective, 
it is important to bear in mind the following: 


1. Within provincial systems of consolidated revenues, all budget 
requests must pass through cabinet and must be considered within 


the context of a province's overall priorities. 


2. While all departmental budgets are subject to changes on a year-to- 
year basis, forestry departments are somewhat disadvantaged by the 
normal budgeting procedures and timeframes. Forest management is a 


long term business, requiring long term funding commitments. 


3. The question of separate funding arrangements cannot be fully 
addressed without an analysis of how much money should be 


“protected” from annual provincial budget reviews. 


In other words, would the forestry programs gain more or the same amount of 
money from the establishment of a special fund than they would from annual 
allocations? Although this is a moot point, we tend to believe that a 
forestry ministry would not likely do better in terms of gaining access to 
long-term funding under a special funding arrangement. Ultimately, there has 
to be the political will present to spur a province's commitment to more 


forest management investment. 


V3 Provincial Stumpage Charges 


It is has been suggested that stumpage charges and hence stumpage revenues 


are inadequate to fund forest management investment; if provincial stumpage 
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EXHIBIT Vol 


Forest Management Expenditures 


and Direct Forest Revenues 


(fiscal year 1979/80) 


Ratio of Revenues 


. Expenditures Total Forest of Total Forest 
on Management Direct Management 


Silviculture Expenditures Forest Revenues Expenditures 
(Thousands dollars) 


Newfoundland b435.0 » Ligoil 1,656 0.14 
P.E.I. 50 2,713 20 0.01 
Nova Scotia | Fe bOS 26,002 © 1,590 0.06 
New Brunswick 2,667 21,748 7,787 0.35 
Quebec : 17,256 119,893 40,568 0.34 
Ontario 28,776 94,980 49,200 0.51 
Manitoba 500 9,900 2,007 0.20 
Saskatchewan 2,064 10,677 3,942 0.36 
Alberta 6,211 50,264 7,355 0.14 
British Columbia 54,611(1) 210,277 565,554 2.69 

118,763 558,065 679,679 22 


(1) Includes $18.9 million made available to industry through “forestry cost” allowance 
against stumpage charges. 


Source: Canadian Pulp and Paper Association, "Forest Management in Canada 
Compared to Taxes Generated by the Forest Sector.” (July, 1980). 
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charges were higher the provinces would be in a better position to fund a 
higher level of forestry work. In the following paragraphs, we explore the 


extent to which stumpage charges and revenues are inadequate. 


Exhibit V-1, opposite, compares forest direct revenues from forestry 
(stumpage, royalties and rents) with forest management expenditures by 
province. With exception of British Columbia, direct forest revenues meet 
only from 6 to 51 percent of total forest management expenditures. Exhibit 
V-2, overleaf, also contains estimates of average stumpage charges for 
conifer by province. These estimates are presented by way of illustration. 
Caution is required in comparing stumpage charges since they reflect 


different tenure conditions within a province and among provinces. 


Quebec also uses the consolidated revenue and expenditure system, however, 
the province has recently introduced a special forestry fund, which was 
referred to earlier, and plans to use the fund to earmark financial resources 
for forestry. It is not clear that this fund was established in lieu of or 


in addition to funding available from consolidated revenues. 


In Ontario, provincial treasury officials indicated that expenditures on 
forest management are not related to revenues from timber sales. The 
province uses the consolidated revenue system in which revenues are gathered 
from all economic sectors into a consolidated account and then allocated 
irrespective of a sector's specific contribution to the consolidated fund. 
Therefore, these officials concluded that it is highly unlikely that, say, a 
doubling or tripling of stumpage fees would result in a commensurate increase 
in expenditures on forest management programs. The same officials made the 
observation that if stumpage revenues were higher than their current level, 
it might help forestry officials to argue the case for more funds for forest 


management. 


Alberta stumpage revenues are a small proportion of the province's annual 
expenditures on forest management; the province is able to fund the 
difference between its forest management budget requirements and the amount 
of money raised through stumpage from general revenues. Manitoba and 
Saskatchewan do not rely on stumpage revenues at all to finance their forest 


management programs. 
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EXHIBIT V-2 


STUMPAGE CHARGES BY PROVINCE, 1980 


Average Conifer 


Stumpage Charges(1) 
‘G per cu. m.) 


Newfoundland 1.04 
P.E.I. 0.83 
Nova Scotia 1.81 
New Brunswick 1.40 
Quebec Te/7 
Ontario 2.68 
Manitoba 1.20 
Saskatchewan 0.73 
Alberta 0.70 
British Columbia 9.32(2) and 13.6503) 


(1) Charges for spruce in Alberta, Ontario, Quebec, Nova Scotia 
and Newfoundland; for all other provinces, charges are for 
softwood. 

(2) Timber Sale Harvest License 

(3) Tree Farm License 


Source: Canadian Pulp and Paper Association, unpublished data. 
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As Exhibit V-2 indicates, stumpage revenues are well in excess of provincial 
expenditures on forest management. Through the system of stumpage offsets, 
the province is able to fund a significant proportion of total forest 
management expenditures and relies heavily on the offset system to fund 


forestry programs. 


However, it is necessary to recognize that some provinces have made an 
explicit trade-off between higher stumpage charges and forest development 
goals. Alberta, for example, deliberately set low stumpage rates in exchange 
for the industry financing forest management from internal company sources. 
Newfoundland charged no stumpage in order to attract specific pulp and paper 
companies to establish integrated operations in the province. Such forms of 
foregone provincial revenue play a part in “financing” forest management 
expenditures on Crown land, although these “costs” do not appear in the 


provincial expenditure accounts. 
V.4 Fluctuations in Forest Product Markets 


Historically, the forest products industry has experienced significant swings 
in the selling prices of products, volumes and profits. This has resulted in 
fluctuations in direct provincial revenues derived from the forest sector. 

In the case of British Columbia, provincial revenues from the forest sector 
have been, in the past, visibly affected by the business cycle in the forest 
sector. Officials in the provincial government indicated that this source of 
revenue instability was an important reason for establishing a 5-year 
budgetary process, supplemented by revenues from the Forest and Range 
Resource Fund. The fund is designed to provide a steady flow of funds 
regardless of the ‘particular conditions in the forest products market. In 
this way, B.C. officials anticipate that this new budget process will break 
the link between the fortunes of the forest products industry and the ability 
of the government to fund forest management programs over the duration of the 


business cycle. 


Officials from the other provinces stated that they did not consider changes 


in revenues from the forest resource sector to have a bearing on expenditure 
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decisions in forest management. These provinces relied upon consolidated 


general revenues and tenure agreements to fund programs. 


V.5 Displacement of Provincial Funds by Federal Funds 


The federal government under the DREE Subsidiary Agreements provide direct 
funding for forestry programs in Newfoundland, Nova Scotia, New Brunswick, 
Quebec, Ontario, Saskatchewan, and British Columbia. Federal authorities 
have expressed interest in the way these funds influence an individual 
province's decision to allocate its own financial resources to forestry 


programs. 


Some provinces, such as Ontario and British Columbia make decisions regarding 
forest management expenditures as if DREE grants were not forthcoming. Their 


province would prefer not to rely directly upon DREE grants generally or 
specifically to meet provincial revenue goals. Whereas, federal funding is 


almost the only source of government forestry funding in such provinces as 


Nova Scotia, New Brunswick and Newfoundland. 


V.6 Discontinuity of Matching Federal Funds 


Provincial officials pointed to a history of instability in federal funding. 
For example, B.C. officials pointed to federal funding of R & D programs in 
the past which were cancelled or given reduced funding in the wake of overall 


federal budgetary cutbacks. 


Provincial authorities are also critical of the failure of the federal 
government to coordinate forest management programs with the provinces. 
British Columbia officials noted that federal funding sometimes comes in 
Spurts, creating problems for the B.C. Ministry of Forests to absorb and 


incorporate these funds into its own program development. 


Ved Incompatibility of Federal Funding with Provincial Goals 


Observations were made that federal/provincial cost sharing arrangements are 


not compatible with provincial funding requirements in two basic respects. 
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First, federal/provincial funding arrangements are not long term, which 
creates a feeling of uncertainty and makes planning difficult. Second, the 
objective of federal funding does not always coincide with funding provincial 
goals; for example, it was pointed out that decisions to fund programs under 
the DREE Agreement are motivated more by short-term employment considerations 


than by forest management considerations. 


V.8 Relative Importance of Provincial Impediments 


Having reviewed four major impediments which are perceived to influence 
forest management performance at the provincial level, we conclude this 


section by commenting on the relative significance of each impediment. 


Lack of Control over Budget Allocations 


The most important impediment facing the provinces concerns provincial 
forestry authorities lack of control over the determination of total budgets 
allocated to forest management. Admittedly, all government departments, 
whether provincial or federal, are obliged to work through the consolidated 
revenues and expenditures system. (The noteable exception is the use of the 
stumpage offsets in British Columbia; offsets operate outside the 


consolidated revenue system.) 


Equally important is the fact that provincial forestry budgets are 
established on a short-term basis which frustrates the planning process and 


hinders implementation of specific long term programs. 


In this respect, forestry authorities will have to make a more convincing 
case to cabinet for a change in provincial priorities in favour of increased 
funding and longer term commitment for forest management. A more determined 
effort on the part of provincial forestry officials in terms of making the 
economic case for better investment in forest management is required. Also, 
the particular and special long term commitments toward forest management 
programs must be more clearly developed and effectively communicated. We 


believe that there is a federal role to be played in assisting provincial 
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authorities in making this case. We will elaborate on this point later in 


the report. 


Stumpage Charges 


With the exception of British Columbia, stumpage charges does not appear to 
be a significant factor in the province's decision to fund forestry programs. 
Funding is derived from consolidated revenues and decisions to spend money on 
forestry are not related to revenues derived from the forest products sector. 
However, we note that Ontario and Quebec have relatively low rates of 
stumpage charges, and if these provinces increase their stumpage charges, 
there is the possibility of influencing indirectly decisions to allocate 
greater funds to forestry. The provinces have the legal powers to increase 
stumpage charges and logging taxes on Crown land, and they should be 
encouraged to do so as long as it doesn't jeopardize the long-term 


competitive position of the industry. 


Fluctuations in Revenues from Forest Products Industry 


With the advent of the special funding arrangements in British Columbia and 
other provinces fluctuations in the markets for forest products and, hence, 
fluctuations in revenue derived from the forest sector do not play a part in 


decisions affecting investment in forest management. 


Displacement of Provincial Funds 


Regarding the influence of the federal spending on provincial budgetary 
decisions, we note that in Ontario and British Columbia, federal funds do not 
tend to displace provincial funds for forestry programs and therefore cannot 
be considered as a factor contributing to a reduced level of provincial 
investment in forest management. In the case of the Atlantic provinces, 
federal funding is far and away the largest source of funding for forestry 
programs, and these provinces would unlikely provide the same level of 


investment in forest management without this federal assistance. 
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Discontinuity and Incompatability of 
Federal Funds with Provincial Goals 


The discontinuity of federal funding programs in specific areas is an 
important impediment. Provincial officials feel that they cannot always 
develop programs with the central government knowing that the other partner 
may alter its own funding priorities to the detriment of provincial forestry 


goals. 


However, it is necessary to recognize that the federal government established 
the subsidiary agreements for forestry in 1974 for a 10-year period. By most 
standards, a 10-year commitment by any government can be considered as “long- 
term"; after all, this type of commitment does extend beyond the term of the 


government of the day. 


Regarding the issue of incompatibility of federal funding to provincial 
goals, federal officials have argued that employment is only one of many 
objectives of the DREE forestry agreements. The Federal government is 
concerned with assisting the provinces in meeting their forestry targets and 


believes that, in doing so, regional employment objectives can also be met. 
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VI - IMPEDIMENTS LIMITING PRIVATE 
FUNDING OF FOREST MANAGEMENT 


In this section, we examine several factors which have been suggested as 
restricting the level of investment in forestry by the private sector. These 
include: 

1. Lack of equity in timber on Crown land. 

2. Provincial timber pricing policies. 

3. Perception of the degree of scarcity of supply. 

4. Long term outlook for forest products. 

5. The nature of corporate investment philosophy. 

6. The nature of the roundwood market facing small woodlot owners. 

7. Provincial property taxes and forestry incentive programs. 

8. Federal income tax provisions. 


VIel Equity in Timber on Crown Land 


The vast majority of productive forest land in Canada is owned by the 
provinces which allow the specific companies to harvest timber under a 
variety of licencing, leasehold and other contractual arrangements. These 
arrangements have usually been granted in the past for relatively long terms 
of 20 years or more. Also, there are a wide variety of shorter term 
arrangements, which principally apply to the small independent segments of 
the industry. 
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Given the temporary nature of rights to Crown timber, the position has been 
put forth that a harvesting company would not likely engage its own 
resources in reforestation because there is no assurance that it will be able 
to reap the harvest at the time of maturity which usually occurs after the 


agreement has expired. 


Industry Views 


We found that there were divergent views within the forest products industry 
regarding the significance of private ownership on decisions to invest in 
reforestation. Some companies contend that leases and licenses on Crown Land 
do not provide secure access to wood on a sustained basis. They argue that, 
since a company does not own the timber on Crown Land, there is no guarantee 
that the company will be able to harvest the trees it plants. In their view, 
security of supply is best achieved under a system of private land ownership. 
Furthermore, they argue that, under a freehold land system, even if the 
company were to sell its land at a time when the timber had not yet reached 
maturity, the company would likely be able to recapture its earlier 


investment in reforestation. 


Moreover, those firms which derive wood from Crown land under license or 
lease stated that they are reluctant to invest in an asset that is owned by 
someone else because the investment is not transferrable in the marketplace. 
Even if the industry accepted the guarantee that eventually they will have 
access to the benefits derived from their investment, the company could not 
enjoy these benefits by selling its investment at some future date. Leases 
and cutting rights are, in principle, not transferrable. On the other hand, 
if it owned the timber, it could probably get a fair value for that asset at 
the time the company decided to sell out. Thus, it is not so much the lack of 
trust by company management in Government guarantees that keeps the company 
from investing in woodlands. Rather, the companies would prefer to have the 
Option open to them of selling their forest investment at any time during the 


rotation cycle at its fair market value. 


Other companies in the industry stated that they do not accept the above 


argument. These companies contend that the industry has always had secure 
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access to wood supplies on Crown Land. For example, it was observed that the 
industry has invested substantially in mills in the province of Quebec and 
Ontario for the past 50 years without owning the land or ite timber. Also, 
the point was made that no mill has ever been forced to close due to a 
government decision not to renew a cutting license. In other words, once a 
company makes the capital commitment to a wood conversion plant, government 


will honour that commitment with guaranteed wood supplies. 


This debate about the significance of ownership will undoubtedly continue. 

. Meanwhile, the provinces, recognizing the necessity of investments in 
forestry programs, are taking the lead in funding forestry programs on Crown 
land. To provide for the industry participation in these programs, a number 
of agreements/systems are being developed and negotiated that allow either 
cost recovery or direct payment for the satisfactory performance of agreed 
work programs. Since these agreements are long-term (20 years), with renewal 
options for satisfactory performance, they appear at this early stage, to 
address the private sector requirement for contractual security of supply. 
The present arrangements do not alter the equity in land or wood; this still 
remains with the Crow. The new arrangements are being developed or existing 


arrangements are being improved upon in a number of provinces. 
Recent Developments in Land Tenure Agreements 


Ontario is implementing a system of Forest Management Agreements (FMA) with 
the major integrated companies. The FMA's are an example of an “area-based” 
tenure. These agreements are an attempt by the province to provide greater 
security of supply to the industry in exchange for the industry conducting on 
behalf of the province basic forest management activities. The province is 
prepared to reimburse the signatories to an FMA for prescribed forest 
management costs according to the terms of agreement drawn up between the 
company and the Ministry of Natural Resources. In addition to these “base 
level” expenditures, the major incentive to intensify forest management 
investment is the province's commitment to the private sector of a reduction 
in stumpage charges to 10% of the standard rate on timber grown at company 


expense, or to an increase in the annual allowable cut, resulting from extra 
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forest management efforts. Upon the successful performance of forest 
management activities, the firm can anticipate a renewal of the Agreement for 


an additional term of 5 years. Thus maintaining the original 20 year tern. 


In contrast, the Quebec government has moved in a different direction than 
Ontario with respect to Crown land. In 1974, Quebec began to revoke timber 
limits and to establish volume-based agreements which would guarantee supplies 
to lumber companies and to some pulp and paper mills. In turn, the province 
has assumed full responsibility for funding and implementing silvicultural 
treatments and reforestation. Where it has neither manpower resources or 
detailed local knowledge, it prefers to contract to the industry to conduct 


the specific forest management programs. 


British Columbia is revising agreements with industry which feature both area- 
based licenses (Tree Farm Licenses) and volume-based licenses (Forest 
Licenses). Under both forms of license, the province requires that forest 
management practices be instituted and ahaorbs the cost against stumpage fees. 
Section 88 of the Forest Act provides for a system of cost reimbursements for 
specific forest management practices. In addition, Section 52 allows for an 
increase in the annual allowable cut (AAC) in exchange for intensive forestry 
activities. Industry officials have observed that these two basic provisions, 
stumpage offset and potential increases in the AAC, are positive inducements; 


both are required as neither is sufficient on its own. 


Industry Concerns 


We asked industry representatives whether these forms of forest management 
agreements were adequate to encourage industry participation in forest 
renewal. Industry officials were generally supportive of the new 
arrangements but raised the following three basic shortcomings under the 


current systems. 


First, under an area based agreement, such as the FMA's in Ontario, Alberta 
and Manitoba, the withdrawal of forest land for non-timber purposes is of 


concern to the industry. Although there are provisions for compensation, 
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industry would prefer not to have land which it reforested potentially 
exposed to future withdrawal. Where the opportunities for multiple use of 
land are the greatest, government decisions to expand the agricultural base 
or to withdraw land for environmental control and recreation have been cited 
as a negative influence on decisions to invest in reforestation. Moreover, 


withdrawals have an adverse impact on an area's AAC and hence, a company's 


access to supply. 


Second, some incentives for intensive forestry are inadequate. Ontario 
provides a reduction in stumpage charges on timber grown at industry expense, 
which amounts to a very small peaneetonldn overall wood harvesting costs due 
to the relatively low stumpage rates currently in existence. In British 
Columbia, several industry representatives indicated that the province was 
acting too conservatively in providing increases in the AAC, thereby blunting 


some of the industry's enthusiasm for this incentive. 


Third, volume based agreements, such as those in effect in Quebec and in 
parts of British Columbia, have also been cited as a source of insecurity. 
The large integrated companies are not prepared to invest in forest mangement 


because they are concerned about: 


l. The government's ability to guarantee wood supply in the area over 


the long run; 


2. The quality of wood available, as the user was not directly involved 


in reforestation; and 
3. The equitable allocation of wood over the long run. 


4. In the case of British Columbia, the policy of permitting up to 25 


percent of the land to be set aside for small businesses. 


By comparison, small independent wood products manufacturers favour volume 
agreements because they generally believe it provides them with access to 


supply which they may not normally be able to negotiate with the integrated 
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companies. Moreover, smaller independents may not have the financial means 
to retain forestry consultants to assist in managing forests under area-based 


agreements. 


VI.2 Provincial Timber Pricing Policies 


In exchange for the right to harvest timber on Crown land, provinces usually 
charge stumpage which varies within a particular province and with tenure 
agreements, depending upon the site location, quality of wood and species 
grown. The stumpage systems used in Canada vary widely from province to 
province; most provinces arbitrarily determine stumpage (eg. Ontario), others 


take into consideration market conditions (eg. British Columbia). 


Although the Crown does not levy or establish charges for the stumpage value 
of wood cut on private land, its own practices can indirectly influence 
stumpage charges in the private sector. In Ontario and Quebec, for example, 
the Crown owns over 90% of the land and is the largest supplier of wood. 
Private wood lot owners who have to compete with wood from Crown land in 
their area are constrained by the stumpage charges levied by the Crown, and 
in such circumstances, the Crown has a significant influence on the price 
obtained for wood from private land. Furthermore, several of the large 
integrated companies have access to Crown land as well as to private land; 
in many cases, their Crown land rights comprise much more than half of their 
total wood supply. Hence, the stumpage charged by the Crown in effect, sets 


the value the private landowner can place on his own wood. 


In other circumstances, where Crown land does not contribute the largest part 
of potential supply, Crown stumpage can also influence private stumpage 
charges. The wood supply industry in Nova Scotia and New Brunswick is very 
fragmented, such that the Crown, although owning less than 50% of total 
available supply, acts as the predominant supplier whose prices set the trend 
for the entire industry. The degree to which Crown stumpage policy can 
influence private stumpage varies considerably depending on location, quality 


of wood and end use. 
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In the following paragraphs we report on how industry representatives view 


the influence of provincial stumpage policies on their own forest management 


decisions. 
British Columbia 


In British Columbia, where the Crown owns over 90% of the wood supply, many 
industry officials remarked that raising stumpage charge on Crown lands would 
adversely affect forest management. Several company representatives made the 
point that any increase in current stumpage fees would only lead to a “high- 
grading” of the forest, in which only the best wood would be harvested, and 
would not necessarily contribute to better forest management. Other industry 
representatives expressed concern that higher stumpage charges would 
jeopardize the industry's competitive position and would negatively influence 


corporate decisions to invest in forest management. 


Ontario and Quebec 


In Ontario and Quebec several industry representatives noted that current 
stumpage charges are relatively low, even by historical standards. However, 
they also stressed that any substantial increase in stumpage charges (in the 
order of 50% or more) would hurt the industry's competitive position. 
Industry officials contended that they already face relatively high costs for 
harvesting and transporting wood, and for operating relatively old and 
inefficient mills. Some voiced concern that any future increases in wood 


costs would jeopardize the industry's competitive position in the future. 


Naturally, any industry will resist any increase in the price of its raw 
materials, and the forest products industry is no different than other 
industries in this respect. The statement that higher stumpage charges would 
lead to “high-grading” is difficult to substantiate, and not everyone in the 
industry would agree that this would result. As for the issue of 
jeopardizing the industry's competitive position, it appears that the 
provinces have accepted that argument and are reluctant to increase stumpage 


charges significantly, especially in Ontario (which provides for indexation 
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only) and Quebec. The question remains, however, how far stumpage charges 
can increase before the industry's competitive position truly suffers. This 
is a difficult and contentious issue which extends beyond the scope of this 
study. Moreover, even if stumpage charges were increased, there is no 


guarantee that the additional revenues will find their way into forestry. 


As we indicated earlier, Crown stumpage fees can influence the market value 
of wood produced on private land. To the extent that Crown stumpage is 
relatively low, the value the owner of private land places on his wood is 
corresponding low and hence his incentive to regenerate forest land is 
adversely affected. This is especially relevant to recent policy 


pronouncements in New Brunswick. 
New Brunswick 


In the past, it was contended that stumpage rates available to woodlot owners 
was inadequate to encourage the growing of more timber. Therefore, New 
Brunswick is moving towards a system of using the open market to set stumpage 
charges on Crown land. Several industry officials indicated that this would 
result in the higher stumpage fees, which would make wood production and 
forest management much more attractive to both large companies and the small 
wood lot owners. In principle, higher stumpage charges would encourage 
greater production, improve revenues and, this would possibly improve the 


return on investment in forest management. 


While the Province has developed a concept in which stumpage levees are to be 
reflective of market conditions, the authorities are still working on an 
implementation plan. Until such a plan is actually developed and put into 
place, it is not possible to comment on what impact this new policy would 


have on forest management, especially for the small woodlot owners. 


V1.3 Scarcity as a Motive for Investing in Forest Management 


The desire and willingness to increase investment in forestry takes on an 
added force when a company faces the prospect of wood shortage. As we 


discuss in the following paragraphs, one's perception of wood scarcity 


vo 


A a te! a 
aes 7 


Papa compabetese’ 

Vs sn hs ae 
04 od way Aaeninond = Seagal 
i 


waa saat 
9) agugmone awasd 2 
RP np ii ysl 


<iiiia Sing ts cael 
ene} | err ee rn ae | di ewer a alten = 
; : : Hobe a > firsts 
‘oe ‘y _ iit) 


tein, 20cbeem, op -eldationd sehen eanqense rans babradnes daw at fame nas x. 
woll ,sruleseitT .wadiks sige Jo guiwoxg od? Sgeingaee ot etonpalianh aw, 
*xoqmudn tha of Teves wg wilt gotay 20 eoonye a abeewy gulves Ab siteenest i 
Muce 034 tdt hoteotint alvloiite vrieutel sateve? feel peerk, ay seemed 

hus eoLisuhasg bes widen bnew dakdw seen iigeqmetg sedeld: ogeh ofeeee 

iia io bin erloaquas gyrel trod 9s dubtoarsis enter dane Loeengenee gaeeel 

_ MaocK> Mow mpteds suaqeuia, dedgid ehani ag OF .wetem tof bow 

ws svevqet tidlabwg ile otty’ hee eatemves weabquet iit souk sudontg 

(item gacee 7ee70) Af, pcan ne Tusa’ 


od OF a72 peeved agaqeute itsidw al agagnan ‘5 besten ont emo lyerd ats ota 
ve 00 Qnityow Lit». ore pnts trotian oct ,woltifewd Joan te eehsuelies 
ojo: jg bee begefownh vitewioe #2 asia @ Moos Shand ool cottedoametqua 
‘tluow yolhoy we @ldy soegak sade Wh, 2eed of al¢iaseq sow pt at .esaty 
eT00M abdbine ace of? TOY GeinTtOOeD BedMORAdem 148143, G0. pend 


' 


| | 36 
Peat, Marwick and Partners 


depends on many considerations, including, investment time horizons, future 
price assumptions, the type of firm and geographic location. While it is 
widely agreed that Canada's timber base is declining, there is no clear 
consensus regarding the severity of this decline and hence, the degree of 
urgency iavolved in stepping up efforts to renew forest lands. As a result, 


investment efforts in forest renewal vary across the country. 


History 


During the first half of the century, there were substantial unallocated 
timber reserves and the forest products industry was encouraged to expand into 
new areas rather than conduct a program of reforestation in areas already cut 
Over. The provincial governments provided the basic infrastructure, such as 
access roads, and charged relatively low stumpage or royalty fees to encourage 


the development of the industry. No clear signal was given, or was available 
to industry, either in the form of limitations to timber supply or increases 


in stumpage fees which would have indicated growing scarcity or the need to 


reforest. 


During the same period, the large integrated pulp and paper producers enjoyed 
extensive timber rights on Crown land under long-term leases. Companies often 
had sufficient supply to meet their expansion plans. In many locations, over- 
mature timber was being harvested, thereby reinforcing the view that 
reforestation was not required at the time. In addition, it was believed that 
natural regeneration was taking place at rates sufficient to replenish the 


resource. 
Current Trends 


Increasingly, industry is recognizing that potential shortages may arise if 
improved forest management does not occur. However, the degree of concern 
and, hence, the degree of effort to improve forestry are not uniformly shared 
across the country. This variation in the perception of raw material 
scarcity explains, in part, different attitudes and responses to the need for 


more forestry expenditures. 
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In New Brunswick, Nova Scotia and Newfoundland, there is a widespread concern 
that there will be ineufficient wood supply beyond the next twenty to thirty 
years to satisfy the current level of production. The spruce budworm has 

devastated significant amounts of timberland, creating urgency on the part of 
both industry and government regarding the need to control the budworm and to 


launch major efforts in reforestation. 


In Ontario and Quebec, there are differences regarding the perception of 
scarcity. Within each province, it was stressed that there are specific 
regions and industry segments which face supply shortages over the longer run; 
in other regions, it was contended that there is adequate and, in some cases, 


abundant supplies of wood. 


The perception of scarcity also depends on the type of firm in the industry. 
Several of the large integrated pulp and paper companies did not voice 

concern with long run supply problems; these organizations usually have 
access to adequate supplies under long term leases on Crown land or own their 
forests. Several of the smaller independent operators (usually saw mills), 
who are currently experiencing shortages of specific types of sawlogs, felt 
less secure regarding access to supply. They often have to negotiate with 
third parties for wood, and because of their lack of market power, they are in 


a disadvantaged position. 


In British Columbia, most segments of the industry expressed concern with the 
emerging wood supply shortages in two important regions of the province. In 
the coastal and southern interior regions, several industry representatives 
indicated that wood scarcity accompanied by rising wood prices was not too 


far away. 


VI.4 Long Term Outlook for Forest Products 


The long term outlook for profits and growth affects the corporation's 
decisions to invest in renewal programs. Those large integrated corporations 
we interviewed in Ontario and Quebec expressed concern over the industry's 


long run competitive position. These officials cited such factors as the 


s18hoeqe aan wads dade hieneray a 
iw Yeqnod s2: seve. haga vote 
siaradlanalail vtalbeia cimltciaonsche | 
nant \ iy handle anti 0 a ‘sag Shi 8 “» ae 
sexbwctist ate @h iil) Ye ‘bits atin (ahah aba nN aclinaan a 
notow ida hth ewtakgems tegaq hag ging Setepgezal Spyel eAF Ge Ravevel | 
 a0ad Ulleuke anotpantnegyo enedy ‘euntdoxe vlgqan Mix got driw wespead 
ite quo vo hnal wwerd mo honwik enrwit pmol” yWhet hie ieyee Mal pba ut Hansie 
, (elite wie (ilereu) erasereqe Javiqeqahal velings ety Yo Leaevet  Jeseadet 
210) ,«@otwae 20 onqys obi pseqe fo eegeotérte gntohehvege yitneris win ote 
ATW AJet2eyeG OF wed medio YET iytggin Gs Sebhod BeEbtene Braden saat. 
cial iting siti WH) eet wat 40° eiuansd haw (hooey aubesey BAL 
os tmpk ately Srpateanhaaty' a: | 


ia 
( 


11 do te mteocos besdingme yaieahnt aly 26) erneemeelaibh Galdeuted Maleiel We 
mf isontvexg afi te enoteas Suet nyal (eer ak weyers rode elqqoe Seow gilyrems - 
Sev IAatnome ties YnmUlel Tatenes onalges Talvesdd Areittows Une Karnes ‘ott 
bos fon nee wodlety Bede Rilate ee balangeacaa tisioa hoow tadé basaothal 

P .tawe t#i 


svat ah tte er hay 


oOLIaMETOS MER oun 0 igi tp ad) Tony ye Heaton eas Lat ad 
apr pneR iin otal: eeagt , 


7 | al w ss 7 Dae a 7) a aes Ta aon 


i 4 38 
Peat, Marwick and Partners 


relatively high cost of wood and the inefficiency of mills compared to the 
competition in the United States, Europe and Brazil. Moreover, it was 
pointed out that rates of return in integrated operations were much higher in 
United States than in Canada, providing an opportunity for the industry to 
consider the development of new mills south of the border. Finally, 
conglomerates having subsidiaries in the forest products industry 
systematically assess the alternatives for investing in non-forest related 
industries. It was suggested that should more attractive investment 
opportunities arise elsewhere in the economy, reforestation would receive a 


lower priority within the corporation's overall investment objectives. 


By comparison, the integrated companies in British Columbia expressed greater 
optimism regarding the industry's long term future in that province. In 
their view, it is in the industry's best interest to increase yields in order 


to participate fully in the growth of new markets in the longer term. 


VI.5 Corporate Investment Philosophy 


In the Canadian environment, trees, as a rule, take anywhere from 30 to 100 
years or more to mature for conventional products. The time required to reach 
maturity can vary considerably throughout the country, depending upon species 
grown, climate and soil conditions. The extent to which the long growing 
period influences decisions to invest in forest management relates, in part, 


to how the corporation views the cost of reforestation. 


Some argue that the cost of forest management should be considered as part of 
the cost of harvesting; that is, harvesting activities should include 
provisions for regeneration of the forest as part of normal operating costs. 
Others contended that the cost of forest renewal expenditures should be 
treated as an investment and must be considered within the context of a 


lengthy payback period and possible risk of loss due to fire and disease. 


The way a company chooses to approach expenditures on forestry is largely a 


matter of individual corporate philosophy. The development of this 
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philosophy is conditioned by the confidence a company has in its long term 
future, the growth of its product markets and its ability to compete 
successfully. Company A, which is unsure of its growth prospects in the long 
run, may not be willing to incur the additional operating costs associated 
with regeneration work while having to wait many years before those 
additional costs actually result in greater production, sales and profits. 
Company B may not view the expenditures on forestry with the same degree of 
risk as Company A and may be prepared to incur the additional costs initially 


in the expectation of future profits. 


In addition, the choice of expensing or capitalizing forestry expenditures 
Cau oflen be a matter of historical development within a corporation, and 
changes in attitudes either way may take place slowly or with changeovers in 


Management or ownership or changes in the corporate income tax provisions. 


Several of the large integrated companies in Ontario and Quebec said that 
they consider forest management as an investment. Given the lengthy payback 
period , forest management does not readily conform to the normal planning 
time horizon. The normal business planning cycle runs between five and ten 
years. Market demand and supply data as well as technological information 
are fairly adequate for a corporation to make decisions within that 
timeframe. However, extending the planning horizon beyond ten years involves 
greater risk-taking, especially with respect to changes in technology and the 
composition of demand for final product. An investment with a forty year 
payback period features uncertainty with regard to price of final products 
and market demand, and rates of return. On top of this, an investor must 
consider risks involved in losing some or all of the initial investment in 
silviculture due to, say, fire or disease. Consequently, an investment with 
a 60-year payback cannot be considered within the normal business planning 
eycle by such companies. The implication of the previous point is that, 
unless the growing cycle is reduced significantly, the economic returns from 
replanting in Ontario and Quebec are inadequate to justify the risks in 


investment. 


In contrast to Eastern and Central Canada, several of the large integrated 


firms in British Columbia have adopted the philosophy that forest management 
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is an operating cost. These firms tend to “expense” forest management 

~ “programs rather than “capitalize” them. Moreover, these programs are 
developed and implemented in conjunction with harvesting activities which are 
normally treated as operating expenses. For some B.C. firms, harvesting and 
reforestating activities are combined under one operating division, thereby 
providing an opportunity to conduct forest management along with harvesting 


and improve overall efficiency. 


Woodlands as Cost Centres 

The integrated forest products boupanies generally view the woodlands 
Operations as cost centres for the company. In addition to the direct cost of 
logging, the woodlands operations incur costs associated with road building 
and maintenance, fire protection, and insect spraying. Every effort is made 
to reduce woodlands costs in order to maximize profit or at least recover 
costs in the manufacturing operations. Therefore, more intensive forest 
management will add to costs which have the potential of reducing profits on 


downstream operations. 


However, this view is in contrast to the corporate philosophy of some 
companies in British Columbia. Some company representatives remarked they 
view forest renewal investments as a separate activity within the entire 
integrated operation. It was learned that the decision to regenerate land is 
based on the net benefits arising out of an increase in the annual allowable 
cut and/or yield. Moreover, industry officials appeared not to place as high 
an emphasis as their counterpart in Ontario and Quebec on the need to contain 
the costs of forest management in order to provide relatively inexpensive wood 
to their mills. Primarily, these officials stressed that their company tended 
to look to the woodlands as a source of long term supply and therefore did not 
insist that woodlands operations conform to short term profit maximizing 


goals. 
Investment Criteria Used for Investment in Private Land 


The “acid test” concerning the importance of private ownership of land and 


timber relates to investment behaviour in forest lands held in private hands. 
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As we noted earlier, there are substantial amounts of land held privately in 
P.E.I., Nova Scotia, New Brunswick, Southern Ontario, the lower St. Lawrence 
and Vancouver Island. In this section, we consider the questions of whether 
private ownership is a sufficient condition to guarantee enhanced forest 

management by examining the role financial rates of return play in corporate 


decision-making in forestry. 


Some of the large integrated companies indicated that they employ project 
evaluation techniques based upon discounted cash flow analyses in determining 
a rate of return on investment in forest management in private land. The 
calculation of a rate of return on investment in forest management involves a 
number of technical considerations. Costs are related to the quality of the 
site and the extent of treatment delivered. Prices are related to the nature 
of the species regenerated. Since costs and prices vary widely across the 
country, and since companies use different assumptions to calculate a rate of 
return on investment (such as projected inflation rates), it is not 
appropriate to make a direct comparison of return on investment among 
companies or regions in the country. However, for illustrative purposes, we 
report on how four companies employed a rate of return analysis on 


reforestation projects within the context of their own supply situation. 


Case l. A large integrated company with significant freehold land in Quebec 
and Ontario does basic silviculture but no intensive forest 
management. The corporation estimates that it would not earn an 
acceptable rate of return before taxes on a program of 
reforestation. The company indicated that it could not foresee 
undertaking a major reforestation program on the basis of this 
relatively low rate of return. The company indicated that the price 
of wood on its land would have to increase and/or wood supply would 
have to tighten in their region in order to make reforestation 


financially attractive. 


Case 2. A major integrated company in the Maritimes has developed a program 
of reforestation to produce seedlings for planting on its Crown and 


freehold woodlands. Because approximately 40% of the forest area 
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Case 3. 


Case 4. 


The above 


funds for 


that is cut each year fails to regenerate to desirable levels, the 
company is concerned that it will not be able to obtain the annual 
growth of wood fibre to supply its current and projected 
requirements beyond the next twenty years. Although a nominal rate 
of return of 6% on this investment is not considered attractive, 
concern with long run supply overruled the implications of the rate 


of return analysis. 


A privately-held company with substantial private lands in the 
Maritimes has concluded that on the basis of its calculation of a 
rate of return, it would not carry out a regeneration program. 
However, the company is concerned with its supply position twenty 
years from now and, therefore, has decided to reforest despite the 


unattractive return on this investment. 


A major forest products manufacturer owns substantial land in British 
Columbia which is currently under forest management. The Company 
investigated several alternatives to increasing its wood supply and 
concluded that the cheapest fibre would come from increasing the 
yield on its existing land base. Moreover, the firm contends that 
the use of intensive forest management would reduce the rotation 
cycle by half. Depending on site location and the nature of the 
silvicultural treatment, the company estimates a nominal rate of 
return of 10% to 12%; on this basis, it is prepared to continue its 


regeneration programs. 


examples demonstrate the reasons why some companies use their own 


reforestation. Their motives are that: 


they have found a way to reduce the growing cycle which has 


resulted in an acceptable rate of return (Case 4); 


they have individual or family held ownership of land and regard it 


as a means to preserve their family wealth, largely against 


inflation (Case 3); 
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° they are prepared to be in the wood conversion business for the 
very long haul and consider the investment as a strategic move to 


maintain the company's market position in the future (Case 2). 


VI.6 Nature of the Market for Stumpage and 
Round Wood Produced by Small Wood Lots 


This section discusses the factors that affect decisions to invest in forest 
management by the small private woodlot owners in Nova Scotia, P.E.I., New 
Brunswick, Ontario and Quebec; (small woodlots are not significant in British 
Columbia). Traditionally, the small wood lot owner has harvested the wood in 
order to obtain cash income to augment income from other sources. In most 
instances, it has not been regarded as a prime income source. Replanting and 
managment practices are almost non-existent since revenue to individual 


owners does not support such activites. 


The migration of people from marginal farm land to seek employment in urban 
areas, changes in ownership to develop recreation sites and investment needs 
of the affluent have produced a different mix in the objectives of small 


woodlot owners. 


The provinces have developed a number of programs to encourage reforestation 
and good management practices. In each province, concern was expressed as to 
whether the incentive programs really achieved all of the original goals 
which generally included some maintenance or improvement of rural life and 
local economic conditions as well as forest management. It was generally 
believed that owners with recreational or investment objectives took the most 


advantage of available forestry programs. 


The provinces of New Brunswick and Nova Scotia have a large percentage of 
their potential wood supply in the hands of small private woodlot owners. 
Both provinces are developing new programs to endeavour to bring a larger 
acreage of private woodlots into future wood production through early 

participation in forestry programs. Although the approach being taken in 


each province is different, (New Brunswick is developing a system of 
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cooperatives; Nova Scotia is moving towards coordination of planting and 
management activities to individual owners), the problems to overcome are 


very similar: 


o fragmentation and dispersion of woodlots make efficient forestry 


practices and management difficult; 


fe) size of return/income to each individual owner often is 
insufficient to produce an economic reason for more participation 


in fully paid forestry programs; 


oO difficulties of getting scattered supplies to the users and of 
negotiating satisfactory and firm prices for wood supply that could 


be sporadic and of uneven quality; 
0 problems of getting agreements from larger integrated groups. 
Nova Scotia 


There has been a percentage reduction in supply originating from private wood 
lots in the province during the past twenty years. In the 1960's, private 
woodlots accounted for 50% of the fibre for the industry, now they provide 
only 30%. The decline in private wood lot supply has been compensated by an 


increase in supplies from Crown lands. 


Representatives from the private wood lot associations indicated the 
following factors which hinder the ability of the small woodlot owner to 


contribute their province's supply needs: 


fe) many small woodlot owners are located in the zones excluded from 


Spraying against the Spruce Budworn; 


fe) some wood lot operators do not foresee a future in timber 
production and have expressed interest in selling their land and 


investing their returns elsewhere in the economy; 
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o softwood production from mixed stands is being hindered because of 


the problem of marketing excess supplies of hardwood. 
New Brunswick 


According to provincial officials the evolution of timber rights in New 
Brunswick had resulted in the misallocation of wood supply and tenures to the 
various users. Some companies had more than enough wood available from their 
Crown timber rights, which meant that they did not have to utilize 

their own freehold lands. Others had neither sufficient Crown nor freehold 
timber nor had rights to an appropriate wood supply for their mills. The 
eituetion resulted in some companies having an unfair advantage over others. 
In addition, the province was being pressured by small companies, especially 
sawmills, to reallocate Crown lands in order that these companies have an 


equal access to Crown timber. 


In response to this situation, the province has proposed new legislation 
which comes into effect in 1982. The integrated companies have to draw their 
wood supply first from small private wood lots, second, from their own lands; 
and third, from Crown lands. (Although it is presently unclear how this 
allocation system will operate.*) By relegating Crown lands to the role of a 
residual supplier, it is hoped that there will be a greater opportunity for 
the private wood lot owners to supply the major lumber and pulp and paper 
operators in the province. In addition, under the new Act, stumpage charges 
will be more reflective of fair market value rather than related to the 
royalty system established in the past. Industry and government 
representatives expressed optimism that higher stumpage charges will improve 
the financial returns to the small woodlots and therefore provide an incentive 


to invest in forest renewal. 


*® A task force is currently studying the procedures both for establishing 
price and determining supply allocations. 
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Against this background of change, industry representatives and provincial 


authorities cited three basic challenges which have to be met. 


P.E.I. 


with woodlot owners numbering more than 25,000, this segment of the 
industry faces major organizational challenges; although marketing 
boards are being formed in order to negotiate effectively with the 
lumber and pulp and paper mills, the process of consolidating these 


individual owners is slow; 


as yet, no mechanism exists for negotiations between the marketing 
boards and the large intencared companies; there are no established 
procedures and rules which will govern the way marketing boards 
will operate vis-a-vis the industry and what role, if any, 


government will play; 


no mechanism has been established which will ensure that the 
integrated companies draw wood first from the private woodlots and 
then, from their own freehold supply; the needed implementation 
procedures are the subject of a special Task Force currently 


conducting its investigation; 


there is a need to upgrade significantly the knowledge regarding 


forest management among woodlot owners. 


In the past, the P.E.I. forests were severely high-graded and left largely 


unattended. Since there is no significant harvesting today, there is limited 


interest on the parts of the private landowners to replant; moreover, a large 


part of the wood products consumed on the Island is imported. Finally, the 


small wood lot operators have no established marketing system. 


ners 


| wn mn im ae 


getzodzem itguedrin yavgentieds Laaoksqniangyo 


ont dak evtsserta etazzoggn a2 ct sap 
= eee pi non jena 


peas gr ahtoanee a esate) wits 
Biliasram a3, noowind anghzadsegen, 908 eas by 
bein) {dasue on mre ezeet ieineqnos Brsergh Ink easel oid hime abteod 
abtaod gnksedzep tow ols misvog Liaw dobihe oolue Pa, epdeneng ‘ 
oe a jeter sedy hoe aaah bs ale~arakY, aaARege DL 
‘—* bias sige tao - 


od! sada sauene [Liv doldw bedetidateo one’ ord Mhinnioée ot” 6 
has nol boo e2aviwg as wort sarld boow ward esimaqens bejeigetl 
notIasnoweiqak bihone oft yeiequn Sfotaeak awe Tiel ead pmedld 
vitoetiea sos? wal Latoeqy a ter 2petdve e249 one wervbanay 
(TOL Iagttaevad wth gabsavbnoa 


" 


gu lirnagas onbelwond aad trang ti bogie obhevage od boon = 2) stad) fr 
Iw kOr giro snpeegaed: 304708 


T.3.4 

vingyetl #39) Dim betnrprdg2 tlateves @i9w agensal ha of 976g, wit. af 
Horiwtl el soars vtahes galssovied sngoky legis on wk eted? accth 4bshoesizaqy 
oqiel & ,vevcevem jgikelget os eroqwobnal Siavizg og3 Le “i304 od7 fo Jaeteped 
oid ,ullent? .bervegwh 92 bratel whtoaq Seemante ahodteng bins ody Yo 340g 

| mass Bikiattan hatetidatos on evad Gwosetage ach boow base 


~ 


= ° 
Peat, Marwick and Partners 


Ontario and Quebec 


Private small woodlot owners in Ontario and Quebec own less than 5% of the 
total land under productive forests. Nevertheless, they have a role in 
contributing to wood supply in the medium to long term, since they are, in 
many cases, located in areas close to conversion plants and end-use markets. 
According to provincial officials, their participation in the supply system 


is well below their potential for several reasons. 


fe) although not unique to Ontario and Quebec, many woodlot owners do 
not rely on their timber revenues as a main source of income; for 
example, farmers sell their wood to meet specific income targets to 
supplement income from agriculture; urban dwellers owning forest 
land usually prefer to use land for recreational purposes and/or to 


preserve it for future generations; 


o in both provinces, the Crown is the largest supplier of wood to the 
industry. Accordingly, prices on private land are set in relation 
to Crown stumpage rates. The relatively low Crown rates act as a 


deterrent to small wood lots contributing to production; 


o like other provinces (Nova Scotia and New Brunswick), the 
government provide assistance programs, such as technological 
advice, financial assistance, and the provision of seedlings; 
however, many wood lot owners are not aware of these programs or 


how to gain access to them. 


The provincial authorities appear to have a dual objective in trying to 
Support small wood lot operators: (1) the preservation of rural life, 
mainntain small communities and support rural industries; and (2) the 
expansion of wood supply. These objectives are complimentary since the 
development of a wood lot sector would contribute to the strengthening of the 


Fural economy and improving rural life styles. 
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VI.7 Property Taxation and Provincial Forestry Incentive Programs 


There is a variety of property taxation measures in each province which may 
affect a woodlot owner's ability to finance forest management activities. In 
general, these taxes are relatively nominal and therefore do not contribute 
significantly to the total cost of woodlands operations. Nonetheless, 
property tax reductions for woodlot owners who qualify in Ontario and Nova 
Scotia, which are limited to silviculture work by the owner, have some 
positive impact upon the small woodlands operators’ decisions to undertake 


forest management. 


Aside from property tax incentive schemes the provinces operate various 
forestry incentive programs. These programs can vary from provision of 
seedlings to the provision of technical advice on woodlands operations and 
management. Ontario, for example, provides seedlings to private wood lot 
operators at relatively nominal costs; Quebec, for example, provides some 
technical services and low interest rate loans to encourage the owners of 
small woodlots to undertake better forest management. In many cases, these 
incentive programs are not fully utilized by the private sector because of: 
(1) the lack of interest in reforestation, (2) the lack of knowledge that 
these programs exist, and (3) the lack of understanding of how best to 


utilize these forestry services. 


V1.8 Adequacy and Compatability of Federal Income Tax Provisions 


An important issue concerns the extent to which the federal income tax 
provisions are adequate and suitable as incentives to encourage good forest 
management investment by the private sector. Under the existing federal 
income tax system, expenditures on forest management are fully deductible 


from corporate income. 


As a result, the larger corporations with sufficient taxable income are able 
to deduct expenses on forestry. These corporations contended that the 
current income tax system was not an impediment, since it treated forestry 


expenditures in a similar fashion to other forms of operating expenses. 
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However, for the smaller woodlot operator, who usually has little or no 
taxable income, the current income tax system does not offer any incentives. 
One suggestion is that Canada adopt a capital gains tax system geared to the 
small woodlot operator, similar to the program in the United States. The U.S. 
program applies a capital gains tax, which is lower than income tax, on the 
sale of wood from small woodlots. Further research into this policy option 
for Canada is needed. Other forms of tax incentives (eg. investment tax 
credit) have already been examined in the CCREM study on funding mechanisms 


referred to earlier. 


VI.9 Relative Importance of Impediments 
in Private Sector Performance 


Having analyzed the responses of industry to a variety of different perceived 
impediments, we turn to a discussion of the relative importance of each 


impediment in private sector decision-making. 


ibe Scarcity Not Perceived 


The strongest motive for forest management investments is the 
knowledge that a company's wood supply will not be adequate to 
sustain and/or increase production for as long as the company plans 
to be in business. Presented with the facts that shortages are on 
the planning horizon, the company will marshall the financial and 
technical resources to increase its timber supply. This is very 
evident in the Maritimes today. However, if a company does 
condsider its timber supply to be adequate within the period of its 
own planning horizon, then it is not likely that management will 
undertake major investments in forestry. Moreover, to the extent 
that shortages are not perceived by industry uniformly across the 
country, private sector investment on the whole will be below the 


expectations of federal and provincial authorities. 
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2. 


3. 


Excessive Risks and Lengthy Pay Back Periods 


Even if a company identifies the potential for wood scarcity in its 
area of operation, its decision to invest in forestry on its own 
lands will depend on the way it perceives the long term risks 
involved. With payback periods approaching 60 years or more, plus 
the risks due to loss or damage from natural causes, it is 
understandable why a company would be reluctant to commit 


substantial funds to forestry. 


Lack of Equity in Timber on Crown Land 


The fact that industry does not have an equity interest in the 
timber on the stump on Crown land has been cited as a major 
deterrent to private investment in reforestation. While this 
concern continues to exist in various quarters of the industry, we 
believe that this issue is receding and will likely recede further 
in light of the provinces decision to assume prime responsibility 
for funding forestry work. With the provinces reimbursing the 
industry for basic forest management expenses conducted on behalf 
of the Crown, the industry is willingly participating, in 


increasing numbers, in forest management. 


Furthermore, the industry is being encouraged to undertake 
additional forest management investment through the incentives of 
increases in the annual allowable cut and reductions in stumpage 
charges. The remaining issue concerns whether these incentives are 
adequate, on a provice-by-province basis, to encourage industry's 


involvement. 


Thus, given that the provinces are: (1) funding expenditures in 
basic forest management and (2) are providing financial incentives 
or increases in wood harvest in exchange for industry spending on 


intensive forest mangement, reduces the significance of the issue 
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4. 


of ownership as a prerequisite for investment by the private 


sector. 


Provincial Timber Pricing Policies 


Timber pricing policies on Crown land are a factor in the setting 
of prices for wood from private wood lots. As long as the 
provinces are either in the position of owning the vast majority of 
land or of being the largest single wood source in a particular 
region, Crown timber prices will influence prices charged for 
private wood. If Crown prices are set without adequate recognition 
of changes in demand and supply conditions, the marketplace will 
not receive the appropriate signal regarding long term supply 


constraints. 


Nature of Market for Small Woodlot Production 


Small woodlot owners, especially in the Maritimes, face many 
difficulties in making a contribution to the region's longer term 
supply base. As a fragmented group of thousands of individual 
owners, they require assistance in organizing production and 
marketing and in upgrading their knowledge of forest management 


Practices. 
Federal Income Tax Provisions 


The federal income tax provisions do not appear to be an impediment 
to investments in forestry, since expenditures for intensive forest 
Management are considered as expenses to create revenues and are 
deductible in the year they are incurred. Additional tax 
incentives, eg. tax credits, encourage some additional investments, 
but we suggest, that additional incentives may not result in an 
increased expenditure on forestry. Specifically, the income tax 
incentives would not help those who require the most assistance, 


i.e. small woodlots, since many of these operations earn little or 


¥ ‘ te a ae yi 


qniz3ea td nt aaah, & ia’ shal! mend 8s if 
eda! ad quel aA a20l Seow slaving oT oe 
to qliotem. jeay ects Poy po to “mod steog ‘ed ak oo yenaive 

anlvusxeq @ oh sotmoq boov signte thegzal oda anted Yo so boas 
Tod begisds anatyg woneultet (lw esolig zedett mwoxd ,notgey 

colsingonet otaupats dwod2 tw joo ote ‘aeotoq worry 43 *sbenw siavl7 aie 
iitw soalqzodzam ods ,anokithaos ylyqen bre te ano or avgoade le 
windin iad gaol ganbinget Lsoghe srabrqorage Coad ovleost jon 
-RintsyIaceo 


= 
2 
2 


qanm 0962 , dom 3220 eds at Us toaqne evenve tolteow IIam® 
wires regeol 6 ‘aodgen ats oF notzudts nes ® gotten wt sed siuntti tb . 
tmubtekbak Yo abanswod? Yo qwotg ho soaergay? ‘ah «oaad viqgue’ | 

hits nottouborq gtitatangro al sanasatesa aittepez ymiz ,etsnve 
a Jestol to egbsiword ths? antbazgqe ot Bae yolsedssae 
.eeot258%4 


£50 ety st Saxebok +2 | 


devant baquk re od of wisies ton ob sbi nea swoonk Leroy? oft 
jawtot svieassat 102 patti bueqixe santa’ yyziestod ak biodny move) ox 
ove bya sounever sdegiy oF ASHES 8% heteblenc sxe 2Hakeyane | 
aet LonghtibbA .detavoal ote yeds tame - gt wldtroubeh 
othentenval faneksibhe sine sgerwoone 4a2thers aad sae eeevisneant 
wa pt fueb7 Jou eRe wovtzneoMd Tanotatohe sada sdeogyon ee aud | 
rs? emonmt att vtlinaltiougs -vesaaTe! ne 9202.  biensrsnt é 
,soaatebane pep ots os tupeln ortw aac, gited t08 eavianaamt | | 
Yo algabt mee sich tends ho wae. aonte  hiolboow Stnwe s008 | 


d aw cae 


| ; fA 52 
Peat, Marwick and Partners 


no taxable income. As for some of the larger wood producers, 


investments decisions are often taken irrespective of tax 


incentives; rather, these decisions are more influenced by concern 
over long term supply. 
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VII - OTHER IMPEDIMENTS 


In the course of our interviews, respondents suggested a number of other 
impediments in addition to those specified in the Terms of Reference. In 
this section, we report on those additional impediments which were frequently 
cited in common by officials of government and industry as having a 


significant impact upon forest management investment in Canada. 
VII.1 Lack of Public Awareness 


The observation was made repeatedly that the general public is inadquately 
informed about the need to increase forest management investment. Some 
segments of the general public believe that Canada's forest resources are 
virtually inexhaustible, and therefore, they do not perceive potential 
shortages that may possibly affect the economic well-being of the country. 
Others in the population, believe that industry and government are 
reforesting the land at a rate equal to the rate of timber supply depletion. 


Public attitudes play a major role in influencing governments to allocate 
funds to different sectors. Thus, to the extent the public is not adquately 
informed about the need to increase forest management investment, political 
authorities at the provincial levels are not being pressured to shift more 
government resources in the direction of forestry programs. One of the best 
guarantees of improved forest management is a well informed and articulate 
public which can bring the appropriate pressures to bear on provincial 
governments. Some have suggested that, if reforestation was given a public 
profile similar to the one enjoyed by energy conservation, provincial 


governments would be able to commit more resources to forest management. 


Insufficient Technical Knowledge 


Investments in forest management are hindered by inadequate technical 


knowledge. It was observed that industry and government require time: 
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° to develop improved species which are able to flourish in the 
Canadian climate and soil, thereby reduce the rotation cycle and 


increase yields; 


° to determine the most appropriate silvicultural treatments for 


various species in the different regions of the country; 


o to produce skilled, knowledgeable, and experienced practitioners to 


carry out forestry programs; 


Acting upon an inadequate knowledge base, it was suggested, could result in 


a@ misallocation of scarce investment funds. 


Manpower Availability and Training Facilities 


Industry representatives in every region of the country raised the concern 
that there are insufficient numbers of well-trained professional foresters as 
well as field technicians. Moreover, there are concerns that the supply of 
trained manpower is not increasing at a rate sufficient to meet projected 
requirements based upon the forest management goals of the 1980's. Training 
facilities were also cited as constraints to generating the required 


manpower. 
Fire Protection 


Several companies made the point that inadequate fire protection and control 
facilities are impediments to greater forest management investment. Examples 
were provided concerning the devastation caused by fires in the summer of 
1980, especially in Quebec and Ontario. Several industry officials expressed 
reservations over investments in certain locations which appear to have 


inadequate fire protection and control facilities available. 
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Research in Insect and Disease Control 


As in the case of fire protection, several industry officals, most noticeably 
in the Maritimes where forest loss due to insects has been great, argued that 
the commitment to forest management suffers from potential losses from 
natural causes. Without better research in control of insects and into the 
prevention and cure of disease, investment in forest management will be 
inhibited. In British Columbia, provincial officials stressed that forest 
resource research ought to be conducted on a long term basis. These 
officials expressed concern with the federal government's decisions in the 
past to reduce funding for research in forest protection. eg. the federal 


g0vernment cutback in funding for the forest insect and disease surveys. 


Selected Shortages of Nurseries and Nursery Stock 


In some parts of the country, we learned that renewal programs were not 
advancing due to the lack of seedlings, seed orchards, nurseries, etc. In 
British Columbia, for example, the provincial government's production of 
seedlings is well short of requests from industry, and accordingly the 
province now permits the private sector to operate nurseries. These types of 
physical bottlenecks play an important role in limiting the efforts of the 


provinces and industry. 
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VIII - MAJOR PERSPECTIVES 


The industry and the provinces share the common objective of sustaining a 
long term supply of wood at internationally competitive costs. At the same 
time, both are faced with similar and interrelated factors which impede the 
achievement of that objective. This section focuses discussion on these 
common impediments as a means of identifying basic thrusts that federal 


policies should take. 


VIII.1 Common Perspectives 


In our assessment, the following are the most significant impediments to 


increased forestry investment. 


1. The Need for Long Term Commitment 


Long term contractual commitments between the Federal and Provincial 
Governments and between government and industry would appear to be the most 
compelling influence in achieving a higher level of investment in forest 
management. Pervading all the discussions with provincial officials and the 
private sector was the common desire expressed for long term commitments to 
greater forest management. Each advocated long term commitments for their 
own separate and different reasons. The industry is concerned with long term 
security of supply of wood at competitive costs. Ideally, the industry 
believes that ownership of land and/or timber is a prerequisite for investing 
its own resources in forestry. Realistically, the industry expected that the 
provinces would provide long term access to wood in exchange for industry's 
participation in reforestation. Provincial officials would prefer longer 
term budgetary commitments from their own provincial governments as well as 
from the federal government, the latter source acting as a supplement to 


augment the province's own particular efforts. 
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2" Capacity to Absorb Funds and Implement Programs 


Our interviews revealed that, with a limited number of exceptions, current 
forestry programs are probably as large as can be managed. Given individual 
provincial/regional limitations on trained manpower to implement programs and 
limitation on physical resources (eg. the availability of seedlings), 
financial resources may not be the prime factor restraining investment in 
forestry. Moreover, there is an expressed concern that, if programs are 
expanded too quickly, government and industry may not be able to absorb 


additional funding in the most efficient way. 


ay Needs for Greater Public Support 


As forest management programs enter a new era, those directly concerned with 
these programs wonder if there is sufficient understanding and support by the 
public. To date, the Canadian public appears to be poorly informed with 
regard to the need for greater investment in forestry. A well informed base 
of public opinion, in the view of many interviewed, is a prerequisite to 
encouraging government and industry to make the long term commitments 


necessary for successful forest management. 
4. Nature of the Market for Roundwood from Small Woodlots 


The private woodlot owners have a special role in each of the provinces. In 
New Brunswick and Nova Scotia, where small private woodlots have a potential 
to supply as much as 30 to 50% of the total industry wood requirements, 
special efforts related to organization, delivery of forestry silviculture 
and management programs and marketing will need to be encouraged. Much has 
been done and much more needs to be done over time in order to influence 
individual attitudes and bring more acreage into a more intensively 


productive system. 


A similar situation exists in Ontario and Quebec, however, the small wood lot 
is not as critical to the total supply potential. However, changes could 


occur if current studies into the use of hybrid poplar and forest residual 
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material as wood biomass for energy production prove both feasible and 
economically viable and currently marginal farm land is brought into 
production as plantations. Similarly, increased demands for wood with 
improved harvesting and distribution systems could increase the significance 
of the role of the small woodlot in providing industrial wood fibre and 
provide a need for improved forest management programs to the small woodlot 


owner. 


ae Insufficient Research and Development 

| 
Research and development acctivities with respect to genetics, silviculture, 
insect and pest control were considered by many individuals interviewed to be 
less than adequate to cope with specific provincial needs. In particular, in 


the Atlantic region, the need for improved specifications for silviculture 


was stressed. 


VIII.2 Federal Action is Required 


The remaining question concerns to what degree can the provinces and the 
industry overcome these common impediments? Are these impediments 
surmountable given the policies and programs already in place at the 


provincial level? 


The Maritime provinces clearly cannot eliminate the shortages on their 
horizon without federal financial assistance. The resources available to 
these provinces from their own provincial revenues sources are inadequate, 
and without the current level of federal funding little or no forest 


management could take place. 


Quebec and Ontario, although each has a relatively larger revenue base upon 
which to develop forestry programs, nevertheless are and can continue to 


benefit from federal assistance. 


Manitoba and Saskatchewan continue to require federal assistance in 


developing and implementing programs. Given its strong financial position, 
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Alberta is unlikely to require federal supplementation to their programs. 
Finally, British Columbia, although probably the most advanced province in 
terms of experience with forest management, does, nevertheless, require 


selected assistance from the central government. 


Above all else, the provinces and the industry are clearly in need of the 
Support of the federal government in convincing the public and their elected 
representatives of the urgency in developing a concerted effort nation-wide 
to shift provincial funding priorities in the direction of greater forest 


management investment. | 


In the next section, we review the constraints on and the opportunities for 


the federal government to help overcome these major impediments. 
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IX - CONSTRAINTS AND OPPORTUNITIES FOR FEDERAL POLICY IN FORESTRY 


The federal government has a direct interest in health of the Canadian 
forest products industry. The importance of the industry in terms of jobs, 
regional development, exports and the creation of national income strongly 
Suggests that the federal government, in the interest of all Canadians, has 
an important role to play in helping industry prosper. This section reviews 
the constraints and opportunities related to federal policy in forest 


management. 


IX.1 Constraints to Federal Policy Initiatives 


Jurisdictional 


The British North America (BNA) Act clearly establishes the primary 


jurisdictional powers for the management of provincial Crown land with the 
individual provinces. Provincial consent is required for federal action 
affecting provincial Crown land. More significantly, provinces vary in their 
policies regarding land management with respect to land tenure, taxes, 
resource pricing, etc. This wide variation can make it difficult for the 
federal government to achieve a consensus from the provinces on the best 


policy approach to adopt in any specific area of forest management. 


Lack of Clear Federal Visibility 


As the lead agency, the Canadian Forest Service (CFS) of Environment Canada 
acts as a source of forestry expertise and carries out research. Specific 
aspects of federal policy in forestry is actually implemented by a number of 
Departments, including Industry, Trade and Commerce, Regional Economic 
Expansion, Energy, Mines and Resources, Manpower and others. However, the 
federal government does not occupy a high profile in the forest sector. The 
industry usually looks to the provinces for changes in forest management 
policy, largely because the provinces are the owners and managers of a large 


portion of the resource. 
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Funding Restraints 


The federal forestry authorities, not unlike their provincial counterparts, 
do not have complete control over expenditures for forestry. The overall 
level of expenditures in forestry is not directly under their control but are 
dependent on decisions made at cabinet whose other social and economic 
objectives and programs contend for limited funds. Moreover, recent 
political decisions to contain federal spending growth adds to these 
budgetary limitations. 


IX.2 Federal Government Opportunities to Effect Change 


The federal government is not without avenues for strengthening the forest 


products sector. The federal government has jurisdictional powers to 


influence the industry by means of: 


reductions in corporate income taxes; 
fe) increasing DREE grants and other cost-sharing programs; 
o expanding manpower training facilities and programs; 
fe) increasing R & D funding; 


o promoting exports. 


In fact, the federal government has and continues to aid the industry in mill 
modernization and expansion, manpower training, promoting exports, and 
supporting R & D activities. While these efforts have served to improve the 
industry's long term viability, they have been largely directed towards 
expanding the utilization of the resource base rather than renewing Canada's 
forest resources. The policy challenge now lies in the direction of 
increasing Canada's timber supplies. In the next section, we consider 
Federal policy options available for complimenting provincial and private 


activities to ensure an adequate long term supply of wood. 
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X = FEDERAL POLICY OPTIONS 


In this section we discuss federal policy options in terms of their ability 


to overcome existing impediments to greater forest management investment. 


The prime objective of federal policy is to convince key participants to 


increase this commitment. The federal role should be designed 60 as: 
(a) to convince each participant to step up its own efforts; 


(b) to supply additional funding to the provinces, when and where 
appropriate; 


(c) to facilitate and possibly speed up the implementation of 


investment programs; and 


(d) to coordinate the activities of all participants toward the 


achievement of national goals. 


Kel Federal Policy Action in Short-Term 


The provinces are laying the foundations for improvements in forest 
management in a variety of ways. There is a trend towards greater provincial 
funding and implementation of forest management practices. Having prime 
responsibility for forest management, the provinces believe that they are 
heading in the right direction and that it is only a matter of time until 
their policy initiatives bear fruit. Officials in Ontario and Manitoba, for 
example, believe that their respective Forest Management Agreements provide 
the industry with the appropriate environment in which to undertaken 
investment in forest management. British Columbia officials also anticipate 
greater levels of investment as a result of incentives provided under 


Sections 52 and 88 of the new Forests Act. 
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Provincial and industry representative from every province indicated that 


current forestry programs are at a scale consistent with the available 


manpower resources, equipment/plant and nursery stock. 


Most provinces and several larger companies have plans to expand existing 


forest programs as more trained manpower and more nurseries and seedings 


_ become available. These increases in human and physical resources will 


require both additional financial resources and elapsed time to deliver their 
full impact. 


Accordingly, in the short-term, the federal policy options fall into two 


areas: 


as Financial Assistance 


The continued provision of financial assistance to the provinces to 
enable them to eliminate or reduce bottlenecks to the 
implementation and/or expansion of forestry management programs. 

In the main, these bottlenecks can be reduced with additional 
fundings through existing federal/provincial programs, although it 
is necessary to recognize that time is required in some cases to 
eliminate these constraints. At least, the process of attacking 
these bottlenecks should begin immediately and the commitment given 
that efforts will continue over the medium to longer term to 


eliminate other such constraints. 


Ze Communication 


The development and implementation of communication/education 
programs to upgrade the understanding of all involved publics in 


the significance of the forestry sector and its future needs. 


The short-term continued federal financing of programs through DREE 
agreements and existing manpower programs are adequate techniques. 


Improvements can be made by more carefully integrating the provincial 
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forestry objectives, needs and delivery capabilities with the federal 
programs. The Canadian Forestry Service should be given a more active 
coordination role in this regard. Also, whenever practical, the federal 
funding should be conditional on increased industry and provincial 


participation. 


X-e2 Federal Policy Action in the Long-Term 


Over the long-term, federal action should be aimed at promoting higher levels 


of provincial and industry forest manangement investment by means of: 
| 


a) developing and delivering public information programs explaining 
the need to reforest our lands in the interest of maintaining a 


viable industry; 


b) assisting the provincial forestry officials in developing a strong 
socio-economic case for increased provincial funding; the backbone 
to an improved forest program is a clear commitment from provincial 
Cabinets to support forest management and related programs on a 


continuing basis. 


c) explaining within industry circles the facts concerning the current 
rate of depletion and the implications for the industry's long term 


future. 


d) giving widespread dissemination to the technical possibilities of 
shortening the growth cycle and thereby increasing the productivity 


of the forest lands. 


e) maintaining and encouraging research activities in genetics, forest 


management techniques, pest and disease control. 


f) providing a continued stimulus and challenge to provincial forest 
management planning to ensure that it is practical and that such 


planning is carried out in a manner that will permit an assessment 


ee ee ee et atta es 


Va ye TG, wh UR. A iS _ ae Vv! we Biel 2 etien a peor 
i Bs aa cae ay fame ines Jd AeA 


alavel By Bega TY ay Oe a pei orion Eamebet ,ore2~xeot oda 2600 | 
ee ees snemagennnn Toevel tated bon Ietaatvong to 


” , f ia) Ti Sy ely » ‘que cy =, | 
aakatalqey amezgorq nolteorrctal si i¢ug anizevt tab baa gniqoleveb 
S. ee to Jestesat old ot obaat two iessotee oF buon ald 


- pertaabad othade 


gnorsy * griqolsveb of sistat?to visas? Iatoghwory aft.acdsetaee 
asoddand #f% pantbavt imdogivetq baesetant 10) seea atmedaoe-a) 100 
Ietoabvoty mo7t doemtinwos iselo #02 eatgovg tanned heworqet oo Of 
so een THER ‘borelor bow loeasganan Yasz03 Te @2 erentdap ' 

. Mi “er ge lwotsnag 


Joop, 059 sxtesniidl pane ond onkgite vicinal ita awiatalene , 
wi9d, god e'yoaanbek of2 10} acoljaliqut, dy am gotsetqeb jo san 
ea «9 9r4ad 


lo aatiti¢dtescq Ingladnsd oft 03 molseninonald bearquahty godivig 
ti ivissubo vq ot gateestanh yore? bas ofoye Aswots ada golons2ode 
wbniek Jaator od? Wo 

| | | mn eicke A . 

ineae!, ptatiengg at eetsiviios dytaneey bia AP salistameiied 
ctastiep saaanth bam seq Sonn ares Seeneene 


justo) Latoelverq ee sanheteiaa’ bow satiate 


fous tar? bow faaticerg Oh 22 tedd qruene et } Inpeagenem, . 
inomeeneea on, ‘ihe titw, ands ronmae sok ihe ieoeat ieee SLL ay 


ow 91 dsr 


(wee 


(3 


(> 


<e 


@ 


> ma 


i 
Lt) oe 
ie on | 


| | 65 
Peat, Marwick and Partners : 


of the sum total of provincial/industry planning against a set of 
national objectives. 


We believe that the result of these federal actions would be the development 
of a needed long term commitment by all participants in forestry. This 
commitment is only possible once everyone believes that there is a need for 


and benefits to be derived from increased investment. 


X.3 Need for Targets 


Up to this point, we have analyzed Weed iaeite to higher levels of forestry 
investments and suggested policy strategies at the federal levels. A final 
comment concerns the need to establish specific targets for forest management 
programs on a national level. These targets should serve as a guide to 
gauging the success with which the provinces and private industry are 
achieving with respect to their own programs and the degree of additional 
federal effort required. These targets would provide a central focus for the 
federal and provincial governments and the private sector in developing new 


policy strategies while continually evaluating existing policies. 


These targets should include specific forest management activities such as: 


site preparation; stand establishment; stand tending; protection, etc. 


The determination of specific targets requires an analysis of: 


fe) Canada's total supply potential based on maximum sustainable yield 
estimates; 
° forecasted demand for Canadian wood and forest products in 


domestic and international markets; 


fe) technological changes in harvesting and processing of forest 


resources and their impacts on wood supply conversion; 
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fe) changes in the productivity of the forest arising out of improved 


genetics and forest management practices. 


Having developed the overall estimate and required forest management 
investment, the federal government should monitor progress at the provincial 
and industry level in achieving the target levels of investment. Targets 
should be reviewed every 5 years in light of new policy developments at the 


provincial level, changes in market conditions and advances in technology. 
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APPENDIX A 


TERMS OF REFERENCE 
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TERMS OF REFERENCE FOR A 
STUDY OF FACTORS LIMITING INVESTMENT IN 
FOREST MANAGEMENT 


BACKGROUND 


Background information for this study is largely contained in the Discussion 
Paper, "Federal Policy on the Canadian Forestry Sector” and the document 
prepared for the Canadian Council of Resource and Environment Ministers 
(CCREM) entitled, "Forestry Imperatives for Canada”. It is generally agreed 
that the level of forest management, and in particular, forest renewal, is 
insufficient to meet economic and social goals of the provincial and federal 
governments. However, some critical issues remain to be settled, namely, (1) 
What is the appropriate level of forest management and how should it be 
determined? (2) Who should finance it and ultimately who should pay for it? 
(3) What mechanisms should be used to fund it? 


The Department of the Environment, in consultation with other concerned 
federal departments, wishes to examine, among other things, ways in which the 
federal government within existing budget levels could influence provinces 
and the private sector to increase reforestation and improve forest 


management. 


The Department of the Environment in consultation with the Department of 
Industry, Trade and Commerce wishes to examine strategies that might be 
followed to upgrade the natural resource base, assure adequate 


mission-oriented federal research, and develop new markets for resources. 
PURPOSES 
This study will complement and address critical issues not covered by "A 


Study of Funding Mechanisms for Forest Management", recently commissioned by 
CCREM. Specifically, it will investigate the impediments limiting provincial 
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and private funding of forestry and determine what federal options and 


strategies could lessen or overcome these constraints. 


To this end, 


1. 


It will determine what indicators should be relied upon to 


determine the optimum level of annual expenditure on forest 


management from a national perspective. It will establish whether 


these are readily available or need developing. 


it will determine why expenditures on forest management by public 
and private forest land owners are at levels considered to be ve 


insufficient to satisfy the long term interests of the country. 


The investigation will include but not be restricted to an 


examination of: 


a) Factors influencing the performance of provincial forest 


management agencies including: 


(i) The degree of control that provincial forest management 
agencies exercise over the collection of revenues and 
the expenditure of these monies, and the degree of U 
control over these matters exercised by other provincial 


agencies, eg. finance and treasury. 


(ii) Current resource pricing policies, their influence on 
forest management funding and their appropriateness for 


ensuring adequate resource supplies for the future. 


_ (411) The degree, if any, to which federal funds provided 


under federal-provincial agreements have simply ih 


substituted for provincial funds. 
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(iv) The importance of fluctuations in provincial government 
forest resource revenues due to fluctations in forest _/ 


products markets. 


b) Factors influencing the performance of forest management by 


the private sector, including: 


(1) The forms of forest land tenure normally assigned to : 
Crown Land tenants that usually afford little or no «J 


equity in replacement timber crops. 


(1i) Provincial timber pricing practices. eA 


(111) Sensitivity of budgeting decisions to the present costs 
of reforestation and stand improvement work; the cost 
of funds; the high risk of timber crop loss or damage 
through fire, pest, and storm; and the uncertainty 
respecting future timber crop prices associated with the 
long period involved in growing traditional timber 


crops. 


(iv) The nature of the market for stumpage and roundwood 


produced by small woodlot owners. 


(v) Property taxation and provincial forestry incentive 


programs. 


(vi) Adequacy and compatibility of Income Tax provisions and 
other federal initiatives. 


3. It will suggest federal options and strategies which might overcome 


the constraints to greater investment in forest management. 
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APPENDIX C 
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Check list of topics for Interview Program 


Provincial 


Industry 
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Topic: 


Forest Management Study 


Provincial Questionnaire 


General 


Does the government perceive public opinion is concerned with 


forest management? 


Have attitudes within government changed recently regarding 


spending on forest management? 


Budget Allocation 


How important are the sources of funding for forest management? 


a) general provincial revenues 
b) stumpage fees 


c) federal grants 


What criteria are used by provincial treasurers to allocate funds 


for forest management programs? 


What is the influence of cyclical savings in forest resource 


revenues on decisions to fund programs? 


Stumpage Charges 


How do stumpage revenues influence total funding to forest 


management? 


C-1 


Comment on their appropriateness for meeting goals of investment in 


reforestation, silviculture, etc.? 
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Identify barriers at provincial level working against changes in 


stumpage fees and their structure? 


Federal/Provincial Funding 


How significant are DREE grants to meeting provincial forest 


management targets? 


Private Land 


What policies/programs are in effect to assist private wood lot 


operations? What type of responses have they received? 


What impact does private stumpage fees have on revenues for 


expenditures by private land owners? 
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Topic: 


Forest Management Study 


Industry Questionnaire 


General Planning Issues 


Has there been recent changes in corporate views regarding the 
importance in investing in forest management? If so, explain 
factors which produced this change in policy and when did the 


change occur? 


In the development of a corporate long range plan or strategy, how 


far out into the future are investment plans developed? 


Rate of Return on Forest Management 


How sensitive are decisions on forest management expenditures to: 


a) basic costs of reforestation 

b) current costs of financing 

c) risks of loss due to fire, disease, insects 
d) variations in timber prices 


e) income tax provisions 


Have you conducted a rate of return analysis on forest management 


expenditures? What is the range of this estimate? 


Possible Policy Changes 


How can the rate of return in this area be improved through changes 


in 


a) income tax provisions 

b) stumpage rate system 

c) Iland tenure agreements 

d) real price of wood (i.e. discounted for inflation) 
e) Federal/Provincial funding initiatives 
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APPENDIX D 


List of government officials, corporate 
executives and representatives from various 


groups interviewed 


in id th \ Aiteesk a. i H3" 
a soalclaae an meh se, CieyNOT 

ae are a i haven ane mi 
ws “Wilite Staz04 tte. 


ole ee Nate. v9 hal, lie ek caangannyy « * ies ere 
ihmeehergh! » only raat rn wl ll ome a) Ww ee 


ee a , | 


im weWings ao wales Ang yee hd maori Paljuariwen we of nv 
ne - in 2 ; 
. iv 
deigeahrerts) Je ppb dice Whe 


‘gPiReant’ te Apa ten + 4 

Alejhe? .- aed (MOCO ab ae GEMS Deere, Oe 
i am yy NOANEe PRGA OG) von. Ge 

. urls en -) (19 


idvukan ntaAdh Be yore @rpede We eae © Rees oo Ce . 
. ’ nv ae Pinel }u oniyy wii oe ane Pitan | \> 9a 


pagdinth: reba +) slames 


.T on iio tad eomPne gd evap. ce BT AN whey Ya my) et/ we ee 


Ae 
i i ae ime ite: 


osu tal 7 


| Peat, Marwick and Partners 


W. 


Farber 


Ouellet 


Shaver 


Mirault 


CANADA 


Tax Policy Legislation Branch, 


Finance Canada 


Renewable Resources, Economic Programs 
and Government Finance Branch, Finance 
Canada 


Primary Wood Products Division, 
Resource Industries Branch, Finance 


Canada 


Industry and Natural Resource Division, 


Treasury Board 


Incentive Evaluation Programs, 
Department of Regional and Economic 


Development 
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R. 
R. 


Goodky 
Moore 


McDougal 


Brennan 


Rytz 


Gillespie 


Price 


P. Laws 
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ALBERTA 


Alberta Treasury 
Analyst 
Analyst 


Department of Energy and 
Natural Resources 
Deputy Minister, Renewable Resources 
Alt Deputy Minister 
| 


Executive Director, Alberta Forest 


Products Association 


Forest Revenue 


SASKATCHEWAN 


Saskatchewan Tourism and Renewable 
Resources 


Reforestation Division Forestry Branch 


MANITOBA 


Department of Natural Resources 


Director, Forestry Branch 
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G. 


A. 
I. 


G. 


Devitt 


S. Nagle 


A. Rainer 


G. Armstrong 
Stark 


G. Burch 


Watson 


Jewesson 


Toovey 


Dickinson 
Ainscough 
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BRITISH COLUMBIA 


Chief Forester, Pacific Forest Products 
Ltd. 


President, Nawitka Renewable Resource 


Consultants Ltd. 


V. P. Wood Supply & Products Group 


Crown Zellerbach Canada 


Canadian Forest Products Ltd. 
V. P. Finance 
Division Controller 


V. P. Timberlands & Forestry, B. C. 
Forest Products Ltd. 


Canadian Cellulose Ltd. 
President & Chief Executive Officer 
V. P. Woodlands & Forestry 


Chief Forester, B. C. Forest Products 
MacMillan Bloedel Ltd. 


V. P. Planning and Analysis 
V. P. & Chief Forester 
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Le 
A. 


Little 
Hilliard 


Shaw 


Palmer 


- Potter 


Watson 


I. Bell 
Eastwood 


Halkett 


Apsey 
Knight 
Lewis 


Long 
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BRITISH COLUMBIA cont'd 


V. P. Woodlands, Northwood Pulp Ltd. 


V. P. Timberlands, Weyerhauser Canada 


Executive Director, Council of Forest 


Industries, B. C. (Interior) 
Woodbridge, Reed and Associates 
Woodbridge, Reed and Associates 
Peat, Marwick and Mitchell & Co. 
Ministry of Finance 

Deputy Minister 

Director, Financial Analysis 
Senior Analyst, Treasury Board 
Ministry of Forests 

Deputy Minister, 

Director, Strategic Studies 


Manager, Economic Section 


Comptroller 
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ONTARIO 


K. 


J. 
D. 


A. 


D. 


Zimmerman 


Greaves 


K. Stevens 


Naysmith 


D. Seeley 
R. McKay 
S. Moore 
K. Seed 


E. Inglis 


Salerno 


Peacock 
A. Armson 
Cope 


Tumasz 


Chairman, Fraser Companies Ltd. 


Executive Director, Ontario Forest 


Industries Association 


Abitibit-Price Inc. 
V. P. Corporate Development, 


i sauce of Forestry 


Great Lakes Forest Products 
Executive V. P. Operations 
V. P. Woodlands Operations 
Manager, Forestry Operations 


Manager, Woodlands Operations 
President, Great West Timber Ltd. 


Senior Economist, Taxation & Tiscal 
Policy Branch, Ontario Ministry of 
Treasury, Economics & Inter- 


Governmental Affairs 


Ontario Ministry of Natural Resources 
Executive Coordinator 
Chief Forester 


Analyst, Forest Resources Group 


Ontario Management Board Secretariat, 


Resources Development Branch 
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QUEBEC 


G. Paille Director of Woodlands Research, 


Canadian International Paper Co. 


Canadian Pulp & Paper Association 


H. Hart President, 

D. Wilson Director Economic & Statistical 
Services, 

I. Chenoweth Vice-President 

D. MacGregor Manager Woodlands Section, 

G. Minnes Secretary, 

E. Blanchard Manager Government Affairs 


Domtar Inc. 


D. Speirs V. P. Finance & Corporate Development 
A. Fleming V. P. Woodlands Section 
H. Geoffrion V. P. & General Manager Woodlands 


Division, Kruger Pulp & Paper Co. 


Consolidated Bathurst Inc. 


A. Grundy V. P. Planning & Systems, 
L. Parnell Director of Corporate Planning 
J. McLeod V. P. Woodlands, Consolidated Bathurst 


Ministry of Energy & Resources 


J. C. Mercier Associate Deputy Minister, Lands & 
Forests 
R. Deschenes Forest Economist, 


C. Godlent Director Planning Department 
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PRINCE EDWARD ISLAND 


F. Matheson Director, Forestry Services Branch, 


Department of Agriculture and Forestry 
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D. 


K. Irving 
Oxley 


Hermelin 


S. Watson 


Redmond 


S. Curtis 


Lockhart 


Parks 


Potter 


Bailey 


Lord 


Rainer 


NEW BRUNSWICK 


J.D. Irving Ltd. 
President, 


Woodlands Manager 


Department of Natural Resources 
Director, Forest Extension Service 
Executive Coordinator, Policy and 
Planning 


Director, Forest Management Branch, 


Secretary Manager, N. B. Federation of 


Wood Producers 


Director, Forest Products Association 


Cabinet Secretariat on Economic 


Development 


NOVA SCOTIA 


Department of Lands & Forests 
Assistant Senior Director, Program 
Planning 


Director, Forest Resources Planning 


Director, N. S. Woodlot Owner 


Association 


Management Board, Government of Nova 


Scotia 
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